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HEALTH SERVICES AND DEVELOPMENT AGENCY
SEPTEMBER 24, 2014
APPLICATION SUMMARY

NAME OF PROJECT: Regional One Health Imaging, LLC

PROJECT NUMBER: CNN1406-024

ADDRESS: 6555 Quince Road
Memphis (Shelby County), TN 38119

LEGAL OWNER: Shelby County Health Care Corporation
877 Jetferson Avenue
Memphis (Shelby County), TN 38138

OPERATING ENTITY: Not Applicable

CONTACT PERSON: E. Graham Baker, Jr.
(615) 370-3380

DATE FILED: June 13, 2014

PROJECT COST: $5,345,900.00

FINANCING: Combination of Cash Reserves and Equipment
Financing

PURPOSE FOR FILING: Establishment of an Outpatient Diagnostic Center and
the initiation of Magnetic Resonance Imaging (MRI)
Services

DESCRIPTION:

Regional One Health Imaging, LLC, a new Tennessee corporation formed in June
2014, a wholly owned subsidiary of Shelby County Healthcare Corporation d/b/a
Regional One Health (ROH), is seeking approval for the establishment of an
outpatient diagnostic center (ODC), the acquisition of magnetic resonance imaging
(MRI) equipment and the initiation of MRI services in approximately 5,275 square
feet of leased space on the first floor of an existing medical office building owned
by ROH. The building is located on a 6 acre site at 6555 Quince Road in Memphis,
Tennessee, approximately 17 miles southeast of the hospital campus in Memphis. In
addition to MRI, the proposed ODC will provide computed tomography,
mammography, X-Ray/Fluoroscopy, bone density and ultrasound services. Except

REGIONAL ONE HEALTH IMAGING, LLC
CN1406-024
SEPTEMBER 24, 2014
PAGE1



2

for MRI, these additional imaging modalities are not reviewable under Tennessee
CON law and will only be addressed in this summary to make clear how the ODC
is being utilized.

Note to Agency Members: please note this applicant also appears on the September
24, 2014 Agency Agenda as General Counsel’s Report Item VIL.B. The applicant has
requested that if this application for the establishment of an outpatient diagnostic
center is approved, that a change of control of the legal entity also be approved
which would permit the applicant to then operate this facility as a department of
the hospital under the hospital’s license rather than a free-standing Outpatient
- Diagnostic Center (ODC). On July 31, 2014, applicant representatives Graham
Baker and Kim Looney requested an August 5, 2014 meeting with staff to discuss
the proposal. Mr. Baker and Ms. Looney were advised that the requested changes
prior to application being heard would constitute a substantive amendment which
would void the application. The General Counsel’s report request was then filed
on August 28, 2014. Mr. Baker’s letter and staff comments are attached to the
General Counsel’s Report.

CRITERIA AND STANDARDS REVIEW

OUTPATIENT DIAGNOSTIC CENTERS

1. The need for outpatient diagnostic services shall be determined on a county by
county basis (with data presented for contiguous counties for comparative
purposes) and should be projected four years into the future using available
population figures.

While the proposal seeks approval for a new ODC with MRI, the
applicant states that it is, in large part, a shifting of the outpatient
imaging services from the downtown campus of the parent company’s
631 licensed bed hospital, Regional One Health (ffk/a The Regional
Medical Center at Memphis or the Med), to an existing Medical Office
Building owned by Regional One Health within the same service area. As
a result, projections are based, in part, on the utilization of the hospital’s
existing fixed MIRI unit and recapture of lost utilization due to no shows,
cancellations and overrides by priorities of other services such as trauma
patients.

According to the applicant, Shelby County residents accounted for 88.5%
of the admissions by Tennessee residents. Per Item 8 of the June 25, 2014
supplemental  response, Shelby County residents accounted for
approximately 90% or more of the hospital MRI service’s total routine
outpatient volumes in 2013. In light of these factors, the proposed ODC’s
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projected MRI volumes are expected to increase by 49.1% from 2,138
procedures in Year 1 to 3,188 procedures in Year 4 of the project.
According to the Tennessee Department of Health (TDH), the population
of Shelby County is expected to increase by 1.1% from 943,812 residents
in 2014 to 954,812 residents in 2018.

It appears that the applicant meets this criterion.

Approval of additional outpatient diagnostic services will be made only when
it is demonstrated that existing services in the applicant’s geographical service
area are not adequate and/ or there are special circumstances that require
additional services.

The applicant projects utilization of approximately 2,363 MRI procedures
at the proposed ODC in Year 1 based on continued growth in Regional
One Health’s routine outpatient MRI patient caseloads (approximately
34% from 2010 to 2013) combined with the expected recapture of
patients who would benefit from the ODC’s plans to provide timely
service in a convenient outpatient-friendly location. According to HSDA
Equipment Registry records, the existing hospital MRI unit performed
4,491 MRI procedures in 2012 or approximately 156% of the 2,880 MRI
standard. The utilization of the 40 existing MRI units in Shelby County
averaged 2,844 procedures or 99% of the MRI standard in calendar year
2012. The applicant states that the proposed ODC will not adversely
impact new MRI providers with outstanding and unimplemented
Certificates of Need for MIRI units based on the specialty nature of their
projects (note: please see remarks in Item 9 of the 6/25/14 Supplemental
response. The projects are listed at the end of the staff summary).

It appears that the application will meet this criterion.
Any special needs and circumstances:

a. The needs of both medical and outpatient diagnostic facilities and services
must be analyzed.

The applicant states that the proposal builds open existing demand and
expected growth in the hospital volumes of Regional One Health and will
not adversely impact other providers in Shelby County.

The applicant noted the areas or tracts of Shelby County that are
“Medically Underserved Areas” designated by the Health Resources and
Services Administration, U.S Department of Health and Human
Services.
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It appears that the applicant meets this criterion.

b.  Other special needs and circumstances, which might be pertinent, must be
analyzed.

In addition to designated Medically Underserved Areas, the applicant
noted that the poverty level of Shelby County residents was 19.7% of the
county population compared to a statewide average of 16.5%

It appears that the applicant meets this criterion.

c. The applicant must provide evidence that the proposed diagnostic
outpatient services will meet the needs of the potential clicntele to be
served.

1. The applicant must demonstrate how emergencies within the
outpatient diagnostic facility will be managed in conformity with
accepted medical practice.

The applicant plans to have a transfer agreement with Regional One Health in
large part based on its relationship through common ownership of the parties
by Shelby County Health Care Corporation. Existing emergency protocols of
the hospital MRI service will be utilized at the proposed ODC. For more
information, please see the applicant’s response to Item 9 on page 13 of the
6/25/14 Supplemental Response.

It appears that the application will meet this criterion.

2. The applicant must establish protocols that will assure that all clinical
procedures performed are medically necessary and will not
unnecessarily duplicate other services.

The applicant states that services will be provided when medically
necessary as documented by orders from referring physicians.

It appears that the applicant meets this criterion.

MAGNETIC RESONANCE IMAGING SERVICES

1. Utilization Standards for non-Specialty MRI Units.
a.  An applicant proposing a new non-Specialty stationary
MRI service should project a minimum of at least 2160 MRI
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procedures in the first year of service, building to a minimum of
2520 procedures per year by the second year of service, and
building to a minimum of 2880 procedures per year by the third
year of service and for every year thereafter.

As noted, the proposed ODC will serve to expand outpatient MRI capacity
of Regional One Health, based on its relationship to the proposed ODC
through common ownership by Regional One Health. The methodology
used to project increased outpatient utilization and recapture utilization
due to no shows and cancellations was identified in the application and
supplemental response. Per the 6/25/14 supplemental response, the
applicant states that it could reasonably be expected to perform 2,138 MRI
procedures if the MRI unit were available now (in 2014). Projected
utilization for the proposed MIRI unit is 2,160 in Year 1 increasing to 3,188
procedures in Year 4. The utilization of both the applicant and the hospital
MRI units is shown in the table below.

2014 Y1 Y2
(estimated)
Applicant’s Not 2,363 2,611
MRI Unit Applicable
(projected)
Hospital MRI | 4,600 3,365 3,365
unit

It appears that the applicant is on track to meet the MIRI standard.

b.  Providers proposing a new non-Specialty mobile MRI service
should project a minimum of at least 360 mobile MRI procedures
in the first year of service per day of operation per week, building
to an annual minimum of 420 procedures per day of operation
per week by the second year of service, and building to a
minimum of 480 procedures per day of operation per week by the
third year of service and for every year thereafter.

c.  An exception to the standard number of procedures may
occur as new or improved technology and equipment or new
diagnostic applications for MRI units are developed. An applicant
must demonstrate that the proposed unit offers a unique and
necessary technology for the provision of health care services in
the Service Area.

d.  Mobile MRI units shall not be subject to the need standard
in paragraph 1 b if fewer than 150 days of service per year are

REGIONAL ONE HEALTH IMAGING, LLC
CN1406-024
SEPTEMBER 24, 2014
PAGES5



6
provided at a given location. However, the applicant must
demonstrate that existing services in the applicant’s Service Area
are not adequate and/or that there are special circumstances that
require these additional services.

e.  Hybrid MRI Units. The HSDA may evaluate a CON
application for an MRI “hybrid” Unit (an MRI Unit that is
combined/utilized with medical equipment such as a
megavoltage radiation therapy unit or a positron emission
tomography unit) based on the primary purposes of the Unit.

The criteria identified in items 1.b - 1.e above are not applicable to the
applicant’s proposed ODC at 6555 Quince Road in Memphis.

2. Access to MRI Units. All applicants for any proposed new MRI
Unit should document that the proposed location is accessible to
approximately 75% of the Service Area’s population. Applications
that include non-Tennessee counties in their proposed Service Areas
should provide evidence of the number of existing MRI units that
service the non-Tennessee counties and the impact on MRI unit
utilization in the non-Tennessee counties, including the specific
location of those units located in the non-Tennessee counties, their
utilization rates, and their capacity (if that data are available).

The applicant has designated Shelby County in Tennessee as the
proposed outpatient diagnostic center’s primary service area based in
large part on its relationship to Regional One Health in Memphis. As
noted in the FY2013 “Patient Origin for Outpatient Imaging
Modalities” table in the attachment to the 6/25/14 supplemental
response, the applicant reports that residents of Shelby County accounted
for approximately 96% of the hospital’s routine outpatient utilization in
2013.

It appears that this criterion has been met.

3. Economic Efficiencies. All applicants for any proposed new MRI
Unit should document that alternate shared services and lower
cost technology applications have been investigated and found
less advantageous in terms of accessibility, availability,
continuity, cost, and quality of care.

The applicant notes that the proposal will not adversely impact existing or
approved but unimplemented Certificates of Need for MRI projects in
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Shelby County. The project is based on existing MRI utilization in excess
of 150% of the current 2,880 per unit MRI standard in the State Health
Plan. Adding MRI capacity at the hospital campus of Regional One
Health was not selected based on the factors related to improved access by
outpatients of the hospital, continued projected increase in demand and the
development of a “medical neighborhood” at the site of the proposed ODC.

It appears that the applicant will meet this criterion.

. Need Standard for non-Specialty MRI Units.

A need likely exists for one additional non-Specialty MRI unit in a
Service Area when the combined average utilization of existing MRI
service providers is at or above 80% of the total capacity of 3600
procedures, or 2880 procedures, during the most recent twelve month
period reflected in the provider medical equipment report
maintained by the HSDA. The total capacity per MRI unit is based
upon the following formula:

Stationary MRI Units: 1.20 procedures per hour x twelve hours per
day x 5 days per week x 50 weeks per year = 3,600 procedures per
year

Mobile MRI Units: Twelve (12) procedures per day x days per week
in operation x 50 weeks per year. For each day of operation per
week, the optimal efficiency is 480 procedures per year, or 80
percent of the total capacity of 600 procedures per year.

A total of 39 stationary MRI units were operating in the service area in
2012 increasing to 40 units in 2013. The MRI utilization of the 40 units
in Shelby County was 108,579 in 2013 for an average of approximately
2,715 procedures per unit during the period, a 4.5% decrease from 2,845
MRI procedures per unit in 2012 (HSDA Equipment Registry as of
8/28/14).

As noted, the proposal focuses on the shifting of outpatient MRI utilization of
the existing MRI service at Regional One Health, which operated at 4,131
MRI procedures in 2013 (143% of the MRI standard). The applicant states
that the project will have minimal impact to existing providers.
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[t appears that the applicant partially meets this criterion.

5. Need Standards for Specialty MRI Units.

This standard does not apply to this application.

6. Separate Inventories for Specialty MRI Units and non-Specialty MRI
Units.

This standard does not apply to this application.

7. Patient Safety and Quality of Care. The applicant shall provide evidence
that any proposed MRI Unit is safe and effective for its proposed use.

a. The United States Food and Drug Administration (FDA) must
certify the proposed MRI  Unit for clinical use.

The applicant has provided documentation in the application confirming that
the proposed MRI meets FDA certification requirements.

It appears that this criterion has been met.

b. The applicant should demonstrate that the proposed MRI
Procedures will be offered in a physical environment that
conforms to applicable federal standards, manufacturer’s
specifications, and licensing agencies’ requirements.

The applicant has provided a letter dated June 12, 2014 from the project manager of
a an architectural/construction management firm hat affirms the proposed MRI
physical environment conforms to applicable codes and standards.

It appears that this criterion has been mel.

C. The applicant should demonstrate how emergencies within the MRI
Unit facility will be managed in conformity with accepted medical practice.

The applicant intends to have a transfer agreement in place with the Regional
One Health in Memphis.

It appears that this criterion has been met.
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d. The applicant should establish protocols that assure that all MRI
Procedures performed are medically necessary and will not
unnecessarily duplicate other services.

The applicant described the process that it will use to confirm that it will perform
MRI procedures only when medically necessary.

[t appears that this criterion has been met.

€. An applicant proposing to acquire any MRI Unit or institute any
MRI service, including Dedicated Breast and Extremity MRI Units, shall
demonstrate that it meets or is prepared to meet the staffing
recommendations and requirements set forth by the American College of
Radiology, including staff education and training programs.

The applicant indicates that Regional One Health is Joint Commission
Accredited. The applicant states that it will seek American College of Radiology
(ACR) accreditation for MRI, CT, Ultrasound and Mammography for the
proposed ODC.

It appears that this criterion has been met.

f. All applicants shall commit to obtain accreditation from the Joint
Commission, the American College of Radiology, or a comparable
accreditation authority for MRI within two years following operation of
the proposed MRI Unit.

The applicant indicates that it will seek accreditation by the American College of
Radiology for the proposed new ODC.

It appears that this criterion has been met.

g. All applicants should seek and document emergency transfer
agreements with local area hospitals, as appropriate. An applicant’s
arrangements with its physician medical director must specify that said
physician be an active member of the subject transfer agreement hospital
medical staff.

As noted, the applicant provided documentation attesting to a transfer
agreement with Regional One Health. The applicant’s medical dirvector is an
active member of the medical staff at the hospital (please see qualifications
submitted with the 6/25/14 Supplemental response).
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It appears that this criterion has been met.

8. The applicant should provide assurances that it will submit data in a timely
fashion as requested by the HSDA to maintain the HSDA Equipment

Registry.
The applicant indicates data will be submitted within the expected time frame.

It appears that this criterion has been met.

9. In light of Rule 0720-11.01, which lists the factors concerning need on
which an application may be evaluated, and Principle No. 2 in the State Health
Plan, “Every citizen should have reasonable access to health care,” the HSDA
may decide to give special consideration to an applicant:

a. Who is offering the service in a medically underserved area as designated
by the United States Health Resources and Services Administration; or

The proposed ODC is located in an active medically underserved area as
designated by the Health Resources and Services Administration. As noted in
the TDH summary, the applicant is a subsidiary of Regional One Health and
will apply for certification in both Medicare and TennCare, participate in all
existing TennCare managed care contracts and will accept patients regardless of
their ability to pay.

The applicant meets this criterion.

b. Who is a “safety net hospital” or a “children’s hospital” as defined by the
Bureau of TennCare Essential Access Hospital payment program; or

The criterion does not apply to this application.

c. Who provides a written commitment of intention to contract with at
least one TennCare MCO and, if providing adult services, to participate
in the Medicare program; or

The applicant states that it will contract with all TennCare managed care
organizations that operate in the service area as is presently the case with related
activities of its owner, Regional One Health.

It appears that the applicant meets this criterion.

d. Who is proposing to use the MRI unit for patients that typically require
longer preparation and scanning times (e.g., pediatric, special needs,
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sedated, and contrast agent use patients). The applicant shall provide in
its application information supporting the additional time required per
scan and the impact on the need standard.

It appears that this criterion does not apply to the project.

It appears that special consideration may be warranted by HSDA Agency Members
on the basis of the responses to 2 of the 4 factors identified in this standard.

Staff Summary

The following information is a summary of the original application and all supplemental
responses. Any staff comments or notes, if applicable, will be in bold italics.

As noted, Regional One Health Imaging, LLC, a Tennessee corporation formed in
June 2014 owned by Shelby County Health Care Corporation, d/b/a Regional One
Health, has applied for the establishment of an outpatient diagnostic center (ODC),
the acquisition of magnetic resonance imaging (MRI) equipment and the initiation
of MRI services in approximately 5,275 square feet of leased space of an existing
medical office building at 6555 Quince Road in Memphis, Tennessee. Regional One
Health Imaging will provide MRI and other imaging modalities, including
computed tomography (CT), fluoroscopy, ultrasound, mammography, and x-ray
services, that are provided by Regional One Health (f/k/a The Regional Medical
center at Memphis or the Med), the parent company’s 631 bed hospital located at
877 Jefferson Avenue in downtown Memphis. The applicant maintains that the
project stems, in large part, from the owner’s plans to shift outpatient imaging
services from the hospital campus to the proposed ODC to improve access, meet
anticipated demand, and provide imaging services support for the development of
a “medical neighborhood concept” focusing on intensive ambulatory, primary
care, therapy, dedicated pharmacy and selected physician practice services.

Ownership
e Regional One Health Imaging is a new limited liability corporation (LLC)
formed in June 2014.

e The applicant is a wholly owned subsidiary of Shelby County Health Care
Corporation d/b/a Regional One Health.

e The parent company also owns a 631 bed hospital located at 877 Jefferson
Avenue in Memphis and has ownership interests in the existing medical
office building at 6555 Quince Road in Memphis that will house the
proposed ODC.

o The applicant states that it may retain a management entity in the future to
operate the facility (a copy of the draft management agreement was included
in the application).
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The applicant LLC will be self-managed. However, it appears that it will
maintain operational ties with imaging services operated by Regional One
Health.

Facility Information

Regional One Health Imaging, LLC will operate the proposed ODC with
MRI in 5,275 square feet (SF) of leased space in an existing 5-story medical
office building located on a 6 acre tract at 6555 Quince Road, Memphis,
Tennessee.

Constructed in the mid-90s, the existing building is owned by Regional One
RH MOB 1 SPE, LLC, which, in turn, is 50% owned by Shelby County Health
Care Corporation d/b/a Regional One Health. The building is zoned
commercial with a development overlay. Its neighbors include retail
business sites such as grocery stores, a strip mall and gas stations.

Although not presently occupied by medical tenants, the landlord is in the
process of converting use to medical office and other health related space
focusing on the development of a “Medical Neighborhood” concept with the
proposed ODC providing a wide range of Imaging services support.

The ODC will be located in renovated space on the first floor of the building
The cost to renovate the space will be offset, in part, with an improvement
allowance by the landlord of up to $110 per square foot. The applicant’s
share of the renovation cost is estimated at approximately $249,000 or $54.29
per square foot.

The project’s $54.29/SF renovation cost compares favorably to recent approved
Certificate of Need projects ranging from a low of $159/SF to $302/SF. Please note:
HSDA renovation costs by quartile are currently not available to use as a
comparison for this project due to insufficient number of ODC projects from 2011
through 2013.

Build-out of the leased space will include space for the imaging services that
are noted in the Floor Plan (Attachment B.LV of the application) such as
MRI, Fluoroscopy, and computed tomography.

The architectural firm/construction manager documented that all
construction related to imaging services will incorporate required shielding
and safety related components. Please note the description provided on page 25 of
the 6/25/14 supplemental response.

The proposed ODC with MRI will contain a new wide bore 1.5 tesla Optima
MRI unit financed by GE Healthcare per the terms contained in the revised
equipment purchase quote contained in the June 25, 2014 supplemental
response.

The applicant anticipates initiating services at the outpatient diagnostic center in
March 2016, subject to licensure by TDH. An overview of the project is provided on
pages 10 - 14 of the application.
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Project Need
The applicant states that the proposed outpatient diagnostic center is needed for the

following reasons:

The proposed outpatient diagnostic center will provide multiple imaging
modalities and increase access to services in a new facility. Current hospital
MRI of parent company’s hospital is operating above ideal MRI capacity and
use is prioritized for inpatient and emergency room patients. Additionally,
location on hospital campus is not conducive to growth of outpatient
Imaging services.

Enhance linkages between University of Tennessee Medical Group (provides
radiologists for imaging interpretation services) and Regional One Health
through proposed ODC with opportunity for participation in owner’s
medical neighborhood concept under development.

Improve continuity and access to care of Regional One Health’s patient base
by targeting and reducing problems with cancellations, long waiting times,
no-shows and rescheduling of outpatient MRI patients as a result of
“bumping” by inpatient and trauma care patients.

More patient friendly facility for use by patients of ODC and Regional One
Health outpatients with improved access, ample parking and availability of
additional “medical neighborhood” services such as primary care, pharmacy
and physical therapy.

Add additional MRI capacity to meet estimated growth in Shelby County
and meet current demand by patients of Regional One Health (as indicated
by the Med’s MRI utilization at levels in excess of 150% or more of the 3,600
MRI standard).

Provide additional capacity to accommodate provider use of MRI as the
preferred imaging modality of choice in lieu of nuclear medicine and X-Ray.

Service Area Demographics
Regional One Health Imaging’s declared service area is Shelby County.

The total population of the Tennessee portion of the service area is estimated
at 943,812 residents in calendar year (CY) 2014 increasing by approximately
1.1% to 954,012 residents in CY 2018.

Residents age 65 and older account for approximately 13% of the total
county population compared to 16% statewide.

The age 65 and older population is expected to increase by 15% from 108,570
individuals in CY2014 to 124,946 individuals in 2018.

The overall Tennessee statewide population is projected to grow by 3.7%
from 2014 to 2018
The median age is estimated at age 34 in Shelby County compared to age 33
statewide.
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* The proportion of TennCare enrollees of the service area population is 24.3%,
compared with the state-wide average of 18.1%.

Historical Utilization

As a new Outpatient Diagnostic Center, the applicant has no prior utilization. The

inventory and utilization of MRI units in Shelby County between CY2010 to

CY2013 is shown in the table below.

Fixed Unit MRI 3-Year Trend

# of %
. MRI Standa | Percent
Provider Type County S 2011 2012 2013 rd(2) Changed
. . . j]]
saprsaEnonatiospitd = Hosp | Shelby | 1 | 1,891 | 1734 | 1,593 | 55% | -15.8%
Collierville ’
“apstieento i Daiospikal - Hosp | Shelby | 3 |[12052 | 11,913 | 11,280 | 131% | -64%
Memphis
Baptist memorial Hospital for s Shelby 1 NA NA 7 39 0%
Women
Baptist Rehabilitation - Germantown Hosp Shelby 1 1,622 1,596 1,212 42% -25.3%
H-
Baptist Rehabilitation Germantown - . o 5
Briarcrest MRT* Im:gm Shelby 0.5 585 650 613 43% +4.8%
Campbell Clinic - Union PO Shelby 1 2,290 2,155 2,539 88% +10.9%
Campbell Clinic Inc. PO Shelby 1 6,502 6,321 5,547 193% -14.7%
Delta Medical Center Hosp Shelby 1 1,006 787 674 23% -33.0%
Diagnostic Imaging PC - Memphis RPO Shelby 1 6,358 6,538 6,737 234% +6.0%
Le Bonheméi‘iffi“ sMedical | HosP | Shely 3 | 4663 | 5357 | 5333 | 62% | +14.4%
T . Shelby 2 | 769 | 6557 | 6892 | 120% | -105%
Hospital
S e csesloni Hosp | Shelby 2 | 6058 | 6092 | 6003 | 104% | -09%
Hospital
Methodipe Eealthcaze-South Hosp | Shelby | 1 | 4073 | 4139 | 4,000 | 142% | +0.4%
Hospital
Methodist Pﬁ‘j{:ﬁﬁf'[}m"er“t}’ Hosp | Shelby 3 | 9677 | 9803 | 10524 | 122% | +8.8%
Mk GrevpiH %‘k?ew Covington | 5 Shelby 1 | 309 | 3140 | 3,013 | 105% | -2.7%
~ MSK Group, PC - Briarcrest** PO Shelby 0.5 4,508 | 4,489 4,637 322% +2.9%
Neurology Clinic, PC**** PO Shelby 0.5 3,168 | 3,160 3,312 230% +4.5%
Outpatient Diagnostic Ctr of
Memphis (fka Diagnostic Health - ODC Shelby 1 2,207 2,214 2,563 89% +16.1%
Memphis) i
Park Avenue Diagnostic Center ~ODC Shelby 2 3,080 2,681 2,075 36% -32.6%
Regional Medical Center at Memphis 0 o
(The Med) Hosp Shelby 1 3927 | 4491 4,131 143% +5.2é |
=enipesh fumphey Clinie PO Shelby 2 | 7300 | 6490 | 6277 | 109% | -14.0%

(Humphreys Blvd)
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_ St.Francis Hospital | Hosp | Shelby | 3 [ 5482 [ 5393 | 5326 | 62% | -28% |
St. Francis Hospital - Bartlett Hosp Shelby | 2 | 3,257 [ 3,642 3,518 61% +8.0%
St. Jude Children's Research Hospital | Hosp Shelby 4 [10031 | 8737 8,305 72% -17.2%
| Wesley Neurology Clinic, P.C.**** PO Shelby 0.5 1,398 1,309 | 1,026 | 71% -26.6%
West Clinic, P.C., The Agl"l;(é/ Shelby 1 1,662 1,564 1,287 45% -22.6%
Service Area A 40 1131'59 110,952 | 108,579 | 94% | -4.4%

**Baptist Rehab Briarquest equipment is shared with MSK Group Briarcrest

*Le Bonheur has 3 MRIs-2 standard pediatric MRIs and an iMRI which is used specifically for neurosurgery
***Neurology Clinic PC equipment is shared with West Neurology Clinic

(1) There were 40 MRI units in 2013, from 39 in 2012, and 39 in 2011 and 37 units in 2010.

(2) 3 Year of service standard of 2,880 MRI procedures per year is applied

There are 26 providers of MRI services in Shelby County with 40 full time
equivalent, fixed MRI units and no mobile units. The most recent unit was added in
October 2013 (new unit at Baptist Memorial Hospital for Women - CN1211-058A).
The chart above indicates that MRI volumes in the service area decreased by 4.4%
between 2011 and 2013. Despite the decline in total volumes, MRI utilization
increased for 8 of the 26 providers during the period

Overall, the MRIs in the service area were operating at 94.3% of the MRI volume
standard in 2013. The utilization equates to approximately 98% of the standard when
excluding the new MRI unit at Baptist Hospital for Women (operated only 3 of 12
months in 2013) and the MRI units of the West Cancer Center (1 unit) and St. Jude’s
Hospital (4 units) due to the nature and scope of their specialty care services.

There are 4 outstanding CONs in Shelby County for MRI services that are listed in
the section immediately following the staff summary. Of these, one CON project will
add an additional MRI unit to the service area. There were 40 MRI units operating in
Shelby County as of 8/28/14.

The table below from HSDA Equipment Registry records illustrates the use of Shelby
County MRI providers by residents of the county as a percentage of their total utilization

in 2012.
Proce<.iures i Total MRI i Procedures by
Provider By Residents i Procedures i :Shelby
Of Shelby | 2012 , Residents as a
County | | % of Total
Baptist Memorial Hospital - Collierville 875 I 1,122 I 78.6%
Baptist Memorial Hospital - Memphis 7,662 I o 9,159_ B I 83.7%
_Baptist Rehabilitation - Germantown | 878 | 1,007_ 1r 91.5%
Baptist Rehabilitation Germantown - | |
g Briarcrest MRI = i e i Pl
Campbell Clinic - Union 1133 1 1207 | 96.1%
Campbell Clinic Inc 3801 | 4718 | 825%
Diagnostic Imaging PC - Memphis 5,562 I 6,343 I 87.7%
LeBonhe;r_Ch_ild;eI:'_s_ i\/I_edical CenEér 2,133 1 3,006 I 70.9%
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CN1406-024
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B Methohdlst Heﬁllf}l;;ailtrael-Germantown 5,162 li_ 5,608 i 92.1%
Methodist Healthcare-North Hospital 4,667 | 5,882 ! 79.3%
Methodist Healthcare-South Hospital 3629 | 3,651 ! 99.3%

Methodist HealthFare—University 7097 ! 7 662 f 9 6%
Hospital ! | -

MSK Group PC - New Covington Pike 2,355 I 2,829 | 83.2%
MSK Group, PC - Briarcrest 3,603 | 3,955 i 91.1%
[ Neurology Clinic, PC 2681 | 3001 |  893%
Outpahentﬁ;af‘r;ﬁ:c Center of 1443 E 2,046 ; 70.5%
Park Avenue Diagnostic Center 2,121 f 2,304 i 92.1%

i ¥

i h T

Re;f)f:lnlé\i/lle?iieall_?:gter(fa/tli\éIZm;iis) c2t |! 3,593 E 20118
Semmes Murphey Clinic (Humphreys 3,698 i 4624 E 79.9%

Blvd) | |
St. Francis Hospital 4,354 i 4,640 ; 93.8%
St. Francis Hospital - Bartlett 2818 | 3503 | 80.4%
Wesley Neurology Clinic, P.C. 922 i 1,086 i 84.9%
West Clinic, P.C., The 947 _i 1,159 | 81.7%
Within the Service Area Total 71,366 | 82675 |  86.3%

I |

o This table provides an estimate of the use of MRI providers‘ by Shelby County
residents, and residents of other TN counties and states.

e The table reflects that approximately 86.3% of total provider utilization was by
residents of Shelby County in calendar year 2012. Use of the owner’s hospital by

residents of the county was above the group MRI average during the period.

* Of the 26 MRI providers, 10 were highly utilized by Shelby County residents with

use rates of 90% or higher.

e Delta Medical Center and St. Jude do not report MRI utilization by patient origin and

are excluded from the table for this reason.

8/29/14 and is different from the attachment in the application.

[ Year Units Procedures Procedures/Unit |
2011 48 292,768 6,099/ unit
| 2012 45 282,609 6,280/ unit

2013 47 283,422 6,030/ unit

"11-"13 % Chg,. -1 unit -3% decrease = | ——--

Source: HSDA Equipment Registry; as of 8/28/14

REGIONAL ONE HEALTH IMAGING, LL.C

CN1406-024
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The chart provided below identifies computed tomography (CT) scanning trends for the
proposed ODC’s service area. The chart is based on information from HSDA records as of



Projected Utilization

The applicant provides historical MRI utilization of Regional One Health (ROH) and
projected MRI utilization for both providers in Year 1 and Year 2 as follows:

17

Regional One 2013 [ 2014 | Year1 | Year2
Health Provider | | (Esb)

Applicant ODC NA NA 2,363 2,611
ROH (hospital) 4,131 4,600 3,365 3,365
Total 4,131 4,600 5,728 5,976
As a % of 2,880 MRI | 143% | 160% 99.5% 104%
standard

Source: page 20 of 6/25/14 supplemental response

Projected utilization for all imaging modalities of the proposed ODC in Year 1 compared to
the utilization of the hospital in 2013 is provided in the table below

Imaging Applicant ODC | Hospital

Modalities Year1 Outpatient
N 2013

MRI 2,363 2,513

CT 1,545 11,893

All Other 8,671 35,915

Total 12,579 50,321

Source: page 5 of 6/25/14 supplemental response

Project Cost
Major costs of the $5,345,900 total estimated project cost are as follows:

o Facility Lease - $1,392,600 or 26.4% of total cost (higher cost compared to
estimated $1,151,533 fair market value of the space for the proposed ODC)

* New imaging equipment cost of $2,115,150, including MRI unit cost of
$1,069,687, plus equipment maintenance cost of $1,008,000. Equipment cost
amounts to approximately 58.4% of the total project cost.

e Applicant’s share of the cost to renovate the 4,587 square foot ODC (before
common area allowance factor) is estimated at $249,000 or approximately
$54.29 per square foot.

e For other details on Project Cost, see the Project Cost Chart on page 36 of the
application.

Historical Data Chart

As a newly formed Tennessee corporation, the applicant has no prior record of
ODC fiscal operations. Although a historical data chart was requested for the MRI
service of the hospital owned by the applicant’s parent, the applicant stated that the
hospital does not have discrete financial statements for the imaging department,
inclusive of MRI.

REGIONAL ONE HEALTH IMAGING, LLC
CN1406-024
SEPTEMBER 24, 2014
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Projected Data Chart

As noted in the application, Regional One Health Imaging, LLC will offer a full
range of imaging modalities including MRI, CT, fluoroscopy, ultrasound and X-ray.
Highlights of the financial performance of the proposed ODC are as follows:

Increase of approximately 20% from 12,579 total imaging procedures in Year
1to0 15,095 procedures in Year 2.

Gross revenues of $7,758,909 in Year 1 and $9,310,691 in Year 2. After
deductions of approximately $6,149,700 for charity, bad debt and
contractual adjustments, net operating revenue is projected at $3,160,979 in
Year 2.

Total operating expenses increase in Year 2 by approximately 29% due
largely to the initiation of equipment service agreements and lease
payments.

Despite the incrcasc in operating expenses, Net Operating Income is
favorable in the first year and second years of operation.

The combination of equipment financing, a tenant improvement allowance
and funding support from cash reserves of the parent company is sufficient
to cover initial out of pocket or start-up expenses of the proposed ODC
(estimated at $817,350)

The applicant expects to serve 631 charity care patients in Year 1 increasing
to 756 patients in Year 2 (page 27 of 6/25/14 supplemental response).

Charges

The proposed ODC’s average gross charge for MRI is $1,794 per procedure.
After deductions, the projected net charge is $609 per procedure.

According to HSDA records, the $1,794 average gross charge is below the
median and 34 quartile charges of $2,106 and $3,312, respectively.

The applicant’s proposed CT average gross charge per procedure is
approximately $750. The charge falls below the 1st, median, and 3 quartile
charge range documented in the HSDA Equipment Registry.

As noted in the TDH summary, the average gross charge for all imaging
services is $555 per procedure. After deductions of $366 the average net
charge is approximately $188 per procedure.

Medicare/TennCare Payor Mix

The applicant expects to contract will all TennCare managed care plans
available in the service area including UHC/ Americhoice, Blue Care and
TNCare Select.

The TennCare/Medicare projected payor mix for Year 1 will be similar to the
payor mix of the hospital’s MRI service (18% Medicare and 22% TennCare).
Of the proposed ODC's 2,363 total estimated MRI procedures, 25% are
Medicare and 25% are TennCare procedures in the first year of the project.

REGIONAL ONE HEALTH IMAGING, LLC
CN1406-024
SEPTEMBER 24, 2014
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e The payor group with the most projected revenue is Commercial at 40% of
total projected gross revenue in Year 1.

Financing

Funding for the proposed ODC consists of cash reserves from the parent and other
sources, including equipment financing and a tenant improvement allowance of
$110 per square foot. A June 11, 2014 letter from the CFO of the proposed ODC's
parent company, Shelby County Health Care Corporation, confirms available cash
to fund the projected start-up costs of approximately $817,350 from cash reserves.

As a new ODC with no record of financial performance, there are no financial
statements for the applicant LLC. However, review of Regional One Health's
audited financial statements for the period ending June 30, 2013 revealed a
combined cash and cash equivalents amounts of $15,471,067.00 and current assets,
excluding capital, of approximately $194,837,487.00. Note: the Balance Sheet and
Financial Statements with accompanying notes by the auditor are provided in the
application.

Staffing
The applicant’s proposed clinical staffing for the proposed project includes 1 full
time administrator, 2 reception/intake personnel and 4 equipment technicians.

Licensure/Accreditation

The proposed ODC will seek licensure by the Tennessee Department of Health. The
hospital owned by the parent is presently licensed and Joint Commission
accredited.

Corporate documentation, a draft management agreement, real estate lease information,
vendor equipment quotes, and a copy of the agreement for the provision of graduate medical
education between Regional One Health and The University of Tennessee College of
Medicine at Memphis are on file at the Agency office and will be available at the Agency
meeting.

Should the Agency vote to approve this project, the CON would expire in two
years.

CERTIFICATE OF NEED INFORMATION FOR THE APPLICANT:

There are no other Letters of Intent, denied or pending applications or outstanding
Certificates of Need for this applicant.

Note: Shelby County Health Care Corporation d/b/a Regional One Health has a financial
interest in this project and the following:

REGIONAL ONE HEALTH IMAGING, LLC
CN1406-024
SEPTEMBER 24, 2014
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Regional One Health, CN1311-044A, has an outstanding Certificate of Need that
will expire on May 1, 2016. The project was approved at the March 26, 2014 Agency
meeting for the establishment of a twenty (20) bed nursing home that will be dually
certified for Medicare/Medicaid and will operate as a department of the hospital.
The twenty (20) nursing home beds are subject to the 125 bed Nursing Home Bed
Pool for the July 2013 to June 2014 state fiscal year period. The estimated project
cost is $300,000.00. Project Status Update: a 9/4/14 e-mail from a representative for the
applicant stated that internal studies are in progress. The project has not been implemented
since approval of the Certificate of Need in March 2014.

Shelby County Health Care Corporation d/b/a The Regional Medical Center at
Memphis, CN1208-037A, has an outstanding Certificate of Need that will expire on
January 1, 2016. Tt was approved at the November 14, 2012 Agency meeting to
convert ten (10) medical surgical beds to ten (10) inpatient rehabilitation beds, add
three operating rooms (ORs) dedicated to outpatient surgery in the Turner Tower,
and renovate and relocate medical surgical beds to the Turner Tower, one of the
newer buildings on the MED campus built in 1992. The estimated project cost is
$28,400,000.00. Project Status: A representative of the applicant reported in a 9/4/14 e-
mail that the project has been completed and the building has been fully occupied since the
last update received on 3/10/14. HSDA staff has requested and is awaiting a Final Project
Completion Report from the applicant.

CERTIFICATE OF NEED INFORMATION FOR OTHER SERVICE AREA
FACILITIES:

There are no Letters of Intent or denied or pending applications for similar service
area entities proposing this type of service.

Outstanding Certificate of Need

West Tennessee Imaging, LLC, CN1403-008A, has an outstanding Certificate of
Need that will expire on August 1, 2016. The CON was approved at the June 25,
2014 Agency meeting for the establishment of an Outpatient Diagnostic Center
(ODC), the acquisition of magnetic resonance imaging (MRI) equipment and the
initiation of MRI services by relocating an existing ODC with MRI service from
5130 Stage Road , Memphis, TN to a new facility in approximately 8,258 square feet
of new construction of an existing two-story building at 7600 Wolf River Boulevard,
Memphis (Shelby County), TN 38120, a distance of approximately ten (10) miles.
Upon licensing of the proposed ODC, the license for the Outpatient Diagnostic
Center of Memphis will be relinquished and MRI services at that location will
cease. The estimated project cost is $10,123,989.00. Project Status Update: the project
was recently approved.

REGIONAL ONE HEALTH IMAGING, LL.C
CN1406-024
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Methodist Healthcare-Memphis Hospitals d/b/a West Cancer Center, CN1311-043
has an outstanding Certificate of Need that will expire on April 1, 2017. The CON
was approved at the February 26, 2014 Agency meeting for the establishment of an
off-campus outpatient department which included a comprehensive cancer center
and two hospital based ambulatory operating rooms. The proposed project will
include the following: 1) relocation of linear accelerator, positron emission
tomography/computed tomography (PET/CT), magnetic resonance imaging (MRI)
and computed tomography (CT) services and equipment; 2) replacement of MRI
equipment; and 3) an additional linear accelerator. The estimated project cost is
$60,554,193.00. Project Status Update: according to a 9/10/14 e-mail from a representative
of the applicant, demolition and renovations of the facility are underway. The project is on
schedule and within budget.

Methodist Healthcare-dba Le Bonheur Children’s Hospital, CN1311-042, has an
outstanding Certificate of Need that will expire on April 1, 2017. The CON was
approved at the February 26, 2014 Agency meeting for the establishment of a
pediatric center and to initiate and acquire magnetic resonance imaging (MRI) and
computed tomography (CT) service and equipment. The facility will be located at
100 North Humphreys Boulevard, Memphis (Shelby County), TN and will be
operated as an outpatient department of LeBonheur Children’s Hospital. The
estimated project cost is $26,798,857. Project Status Update: according to a 9/10/14 e-
mail from a hospital representative, the project should begin in the near future when the
West Clinic staff vacates the building in order for major renovations to begin.

Baptist Memorial Hospital for Women, CN1211-058A, has an outstanding
Certificate of Need that will expire April 1, 2016. The CON was approved at the
February 27, 2013 Agency meeting for the construction of an Emergency
Department dedicated for pediatric patients and the initiation of Magnetic
Resonance Imaging (MRI) services on the Baptist Women’s campus. The project
will involve 37,500 square feet of new construction. The project does not involve
the addition of beds or any other service for which a Certificate of Need is required.
The estimated project cost is $14,105,241.00. Project Status: the 1/27/14 Annual
Progress Report (APR) stated that sitework and site utility work was underway in
preparation of beginning major construction of the new building addition. The APR also
stated that the MIRI unit was installed and MRI services were initiated on October 23,
2013. Per a 9/5/14/ e-mail from a hospital representative, construction on the first and
second floors of the hospital is approximately 50% to 60% complete. Delays are not
antictpated in completing the project by the June 2015 expiration date.

PLEASE REFER TO THE REPORT BY THE DEPARTMENT OF HEALTH,
DIVISION OF HEALTH STATISTICS, FOR A DETAILED ANALYSIS OF THE
STATUTORY CRITERIA OF NEED, ECONOMIC FEASIBILITY, AND

REGIONAL ONE HEALTH IMAGING, LLC
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CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE IN
THE AREA FOR THIS PROJECT. THAT REPORT IS ATTACHED TO THIS
SUMMARY IMMEDIATELY FOLLOWING THE COLOR DIVIDER PAGE.

PJG;9/04/14
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LETTER OF INTENT



LETTER OF INTENT
TENNESSEE HEALTH SERVICES AND DEVELOPMENT AGENCY

The Publication of Intent is to be published in the Commercial Appeal which is a newspaper of general
’ (Name of Newspaper)

circulation in Shelby and surrounding-Counties, Tennessee on or before June 09, 2014 for one day.
(County) (Month / day) (Year)

-
it

This is to provide official notice to the Health Services and Development Agency and all interested parties, in
accordance with T.C.A. §68-11-1601, et seq., and the Rules of the Health Services and Development Agency,
that Regional One Health Imaging, LLC, 6555 Quince Road, Memphis (Shelby County), Tennessee 38119
("Applicant”), a wholly-owned subsidiary of Shelby County Health Care Corporation, d/b/a, Regional One
Health, 877 Jefferson Avenue, Memphis (Shelby County), Tennessee 38103 ("Owner”), owned and managed
by itself, is applying for a Certificate of Need for the establishment of an Outpatient Diagnostic Center,
including the initiation of MR! services along with CT, Mammography, X-ray/fluoroscopy and Ultrasound
services. There are no new licensed beds and no major medical equipment involved with this project, other
than what is mentioned above. It is proposed that the Applicant will be licensed by the Tennessee Department
of Health. The estimated project cost is anticipated to be approximately $5,800,000.00, including filing fee.

The anticipated date of filing the application is: June 13, 2014.

The contact person for this project is E. Graham Baker, Jr.. Attorney
(Contact Name) (Title)
who may be reached at: his office located at 2021 Richard Jones Road, Suite 120
(Company Name) (Address)
Nashville _ TN 37215 615/370-3380
(City) (State) (Zip Code) (Area Code / Phone Number)
Z%{"A@“—’/{M*f a . June 09, 2014 graham@arahambaker.net
'\\] (Signature) / ' (Date) (E-mail Address)

= 1

=

The Letter of Intent must be filed in triplicate and received befween the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business ‘day. File
this form at the following address:
Health Services and Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashville, Tennessee 37243

The published Letter of Intent must contain the following statement pursuant to T.C.A. § 68-1 1-1607(c)(1). (A) Any health
care institution wishing to oppose a Certificate of Need application must file a written notice with the Health Services and
Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and Development
Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to oppose the
application must file written objection with the Health Services and Development Agency at or prior to the consideration of
the application by the Agency.
* The project description must address the following factors:

1. General project description, including services to be provided or affected.

2. Location of facility: street address, and city/town.

3. Total number of beds affected, licensure proposed for such beds, and intended uses.
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CERTIFICATE OF NEED
APPLICATION

for

Establishment of an

Outpatient Diagnostic Center
by

Regional One Health Imaging, LLC
6555 Quince Road
Memphis (Shelby County), Tennessee 38119

STATE OF TENNESSEE
HEALTH SERVICES AND DEVELOPMENT AGENCY
502 Deaderick Street
9™ Floor
Nashville, Tennessee 37243
615/741-2364

FILING DATE: June 13,2014



SECTION A: APPLICANT PROFILE 27 T

1. Name of Facility, Agency or Institution =

Regional One Health Imaging, LLC

Name

6555 Quince Road Shelby

Street or Route County

Memphis, TN 38119

City State Zip Code

2. Contact Person Available for Responses to Questions

E. Graham Baker. Jr. Attornev

Name | - Title

Anderson & Baker oraham(@erahambaker.net
Company Name e-mail address

2021 Richard Jones Road, Suite 120 Nashville, N 37215

Street or Route City State Zip Code
Attorney 615/370-3380 615/221-0080
Association with Owner Phone Number Fax Number
3. Owner of the Facility, Agency, or Institution

Shelby County Health Care Corporation, d/b/a Regional One Health 901/545-7928
Name Phone Number
877 Jefferson Avenue Shelby

Street or Route County
Memphis. TN 38103

City ; State Zip Code

4. Type of Ownership of Control (Check One)

Sole Proprietorship F.  Governmental (State of Tenn.
Partnership or Political Subdivision)

A.

B.

C. Limited Partnership G. Joint Venture

D. Corporation (For-Profit) H. Limited Liability Company X
E. Corporation (Not-for-Profit) I.  Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE
THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS. See Attachment A.4.



SECTION A: 28

APPLICANT PROFILE

Please enter all Section A responses on this form. All questions must be answered. If an item does
not apply, please indicate "N/A". Attach appropriate documentation as an Appendix at the end of the
application and reference the applicable Item Number on the attachment.

Section A, Item 1: Facility Name must be applicant facility's name and address must be the site of the
proposed project.

Response: The Applicant is Regional One Health Imaging, LLC, 6555 Quince Road, Memphis (Shelby
County), Tennessee 38119. The Applicant is a wholly-owned subsidiary of Shelby County Health Care
Corporation, d/b/a, Regional One Health.

Section A, Item 3: Attach a copy of the partnership agreement, or corporate charter and certificate of
corporate existence, if applicable, from the Tennessee Secretary of State.

Response: The requested documents for the Applicant are included in the application as Attachment A.4.



Section A, Item 4: Describe the existing or praoposed ownership structure of the applicant, including
an ownership structure organizational chart. ﬁrg‘)xplain the corporate structure and the manner in
which all entities of the ownership structure relate to the applicant. As applicable, identify the
members of the ownership entity and each member's percentage of ownership, for those members with
5% or more ownership interest. In addition, please document the financial interest of the applicant,
and the applicant's parent company/owner in any other health care institution as defined in Tennessee
Code Annotated, §68-11-1602 in Tennessee. At a minimum, please provide the name, address, current
status of licensure/certification, and percentage of ownership for each health care institution
identified.

Response: The Applicant is Regional One Health Imaging, LLC, 6555 Quince Road, Memphis (Shelby
County), Tennessee 38119. See Attachment A.4. The Applicant is a wholly-owned subsidiary of Shelby
County Health Care Corporation, d/b/a, Regional One Health. See Attachments A.4.1 and A.4.2.

Shelby County Health Care Corporation, d/b/a, Regional One Health, 877 Jefferson Avenue, Memphis
(Shelby County), Tennessee 38103 (“Owner”), is a 501(c)3 non-profit corporation, chartered in 1981, the
purpose of which is to “...provide a hospital that will be available to Shelby County residents who are in
need, regardless of their financial status ....” (Julyl, 1981 Lease Agreement between Shelby County
Health Care Corporation and Shelby County, Tennessee).

The Owner owns its hospital at 877 Jefferson Avenue, Memphis (Shelby County), Tennessee. The
Applicant does not own any other health care institutions as defined above.

See the following chart:

Shelby County Health
Care Corporation,
d/b/a
Regional One Health
|
I
Regional One Health
Imaging, LLC




Section A, Item 5: For new facilities or existilff({acilities without a current management agreement,
attach a copy of a draft management agreement that at least includes the anticipated scope of
management services to be provided, the anticipated term of the agreement, and the anticipated
management fee payment methodology and schedule. For facilities with existing management
agreements, attach a copy of the fully executed final contract :

Please describe the management entity's experience in providing management services for the type
of the facility, which is the same or similar to the applicant facility. Please describe the ownership
structure of the management entity.

Response: The Applicant will be self-managed. However, it is considering the possibility of hiring a
management entity for the Outpatient Diagnostic Center (“ODC”) which specializes in managing ODCs.
However, no decisions have been made either to have an outside management company, or if so, which
one. With that said, Regional One Health Imaging, LLC is furnishing a draft management contract as
Attachment A.5, which contract would serve as a basis for developing such a contract in the future, if
necessary. In addition, the Projected Data Chart for the outpatient includes an expense of $111,366 and
$126,439 in Years 1 and 2, respectively, which is thought to be a reasonable amount for such a contract if
executed. Obviously, if Regional One Health Imaging, LLC decides to self-manage the ODC, this -
expense would be absorbed in personnel salary costs.



Section A, Item 6: For applicants or applicgut’s parent company/owner that currently own the
building/land for the project location, attach a copy of the title/deed. For applicants or applicant's
parent company/owner that currently lease the building/land for the project location, attach a copy of
the fully executed lease agreement. For projects where the location of the project has not been
secured, attach a fully executed document including Option to Purchase Agreement, Option to Lease
Agreement, or other appropriate documentation. Option to Purchase Agreements must include
anticipated purchase price. Lease/Option to Lease Agreements must include the actual/anticipated
term of the agreement and actual/anticipated lease expense. The legal interests described herein must
be valid on the date of the Agency's consideration of the certificate of need application.

Response: The Applicant will be located on a 6.002 acre site in Memphis. The site is owned by
Regional One RH MOB 1 SPE, LLC, which is 50% owned by Shelby County Health Care Corporation,
and includes an existing Medical Office Building (“MOB”). The entire site (land and building) has been
leased to Shelby County Health Care Corporation (See Attachment A.0). Shelby County Health Care
Corporation, in turn, will sub-lease (See Attachment A.6.1) approximately 4,587 GSF for the ODC only.
The common area factor of 1.150 is then multiplied by the number of GSF in the ODC to arrive at 5,275
GSF that will be leased in the building.

The Fair Market Value (“FMV”) of the leased space is $1,151,532.50, and the lease cost will be
$1,392,600. Therefore, the lease value will be used in the Project Costs Chart.

The owner of the property has approved the sublease to the Applicant (see Attachment A.6.2).

The build out costs for the ODC will be shared by the Landlord and the Applicant. The Applicant will
pay $249,000 toward the build out costs for the ODC, which amount is included in the Project Costs
Chart.



5. Name of Management/Operating Enjt'tty (If Applicable)

Please see Note on Page 5

Name
Street or Route . County
City State Zip Code

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE
THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS. Please see Aftachment A.5.

6. Legal Interest in the Site of the Institution (Check One)

A. Ownership o D. Option to Lease
B. .Option to Purchase E.  Other (Specify)
C. Leaseof _X Years 11

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE
THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS. See Attachment A.6.1.

7. Type of Institution (Check as appropriate--more than one response may apply.)
A. Hospital I. Nursing Home
B. Ambulatory Surgical J.  Outpatient Diagnostic Center

Treatment Center (Multi-Specialty) K. Recuperation Center

X

C. ASTC L. Rehabilitation Facility
D. Home Health Agency M. Residential Hospice
E. Hospice N. Non-Residential Methadone
F.  Mental Health Hospital Facility
G.  Mental Health Residential O. Birthing Center

Treatment Facility P. Other Outpatient Facility
H. Mental Retardation Institutional (Specify)

Habilitation Facility (ICF/MR) Q. Other (Specify)
8. Purpose of Review (Check as appropriate--more than one response may apply.)
A. New Institution _X_ H. Change In Bed Complement
B. Replacement/Existing Facility (Please note the type of change
C. Modification/Existing Facility by underlining the appropriate
D. Initiation of Health Care Service response: Increase, Decrease,

as defined in TCA §68-11-1607(4) _ X Designation, Distribution,
E.  Specify: establish ODC/MRI, CT, Conversion, Relocation)

Mammography. X-ray/fluoroscopy

& Ultrasound services X L Change of Location
F.  Discontinuance of OB Services J. Other (Specify)
G.  Acquisition of Equipment.




9.

Bed Complement Data 33

Please indicate current and proposed distribution and certification of facility beds.

Response: Not Applicable.

. Nursing Facility Level 1 (Medicaid only)

CH®PRONMOZEZASSEQOMEOO®

Licensed CON*

Medical

Current Beds

Staffed
Beds

TOTAL
Beds Beds at
Proposed Completion

Surgical (Orthopedic)

Long-Term Care Hospital

Obstetrical

ICU/CCU

Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric

Child/Adolescent Psychiatric

Rehabilitation

Nursing Facility (non-Medicaid Certified)

Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2 (dually-certified)

ICF/MR

Adult Chemical Dependency

Child & Adolescent Chemical Dependency

Swing Beds

Mental 'Health Residential Treatment

Residential Hospice

TOTAL

CON Beds approved but not yet in service



10.

11.

12.

13.

Medicare Provider Number will be applied for
Certification Type Ouipa[‘?e%t Diagnostic Center

Medicaid Provider Number _ will be applied for
Certification Type Outpatient Diagnostic Center

If this is a new facility, will certification be sought for Medicare and/or Medicaid?

Response: This is a new facility, and certification for both Medicare and Medicaid will be
sought.

Identify all TennCare Managed Care Organizations/Behavioral Health
Organizations (MCOs/BHOs) operating in the proposed service area. Will this
project involve the treatment of TennCare participants? Yes If the response to
this item is yes, please identify all MCOs/BHOs with which the applicant has
contracted or plans to contract. Discuss any out-of-network relationships in
place with MCOs/BHOs in the area.

Response: Regional One Health has TennCare contracts with UHC/Americhoice, Blue Care and TNCare

Select. The Applicant, as a wholly-owned subsidiary, will pursue the same contracts.

The Applicant will contract with any new MCOs that provide services in the area.

Attachment A.13 shows the grand divisions of the State of Tennessee, by MCO coverage.



NOTE: Section B is intended to give the applicagtan opportunity to describe the project and to discuss
the need that the applicant sees for the project. Section C addresses how the project relates to
the Certificate of Need criteria of Need, Economic Feasibility, and the Contribution to the Orderly
Development of Health Care. Discussions on how the application relates to the criteria should
not take place in this section unless otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2” x 11” white paper, clearly typed and spaced, identified correctly
and in the correct sequence. In answering, please type the question and the response. All exhibits and
tables must be attached to the end of the application in correct sequence identifying the questions(s) to
which they refer. If a particular question does not apply to your project, indicate “Not Applicable
(NA)” after that question. :

L Provide a brief executive summary of the project not to exceed two pages. Topics to be
included in the executive summary are a brief description of proposed services and equipment,
ownership structure, service area, need, existing resources, project cost, funding, financial feasibility
and staffing.

Response: Regional One Health Imaging, LLC, 6555 Quince Road, Memphis (Shelby County),
Tennessee 38119 (“Applicant”), a wholly-owned subsidiary of Shelby County Health Care Corporation,
d/b/a, Regional One Health, 877 Jefferson Avenue, Memphis (Shelby County), Tennessee 38103
(“Owner” or “Hospital”), owned and managed by itself, is applying for a Certificate of Need for the
establishment of an Outpatient Diagnostic Center (“ODC”), including the initiation of MRI services along
with CT, Mammography, X-ray/fluoroscopy and Ultrasound services. There are no new licensed beds
and no major medical equipment involved with this project, other than what is mentioned above. It is
proposed that the Applicant will be licensed by the Tennessee Department of Health. The estimated
project cost is anticipated to be $5,345,900.28, including filing fee. It is important to note that
$4,516,549 of this amount will be lease costs, which are operational costs. Therefore, the only front-end
costs required to implement this project will be only $817,350.00.

As just stated, the Applicant requests permission to establish an ODC, including the initiation of MRI
services. Other services planned for the ODC include CT, Mammography, X-ray/fluoroscopy, and
Ultrasound services. The ODC will be located on the first floor of an existing medical office building
(“MOB”) located on Quince Road in the East Memphis area.

The Hospital provides all of the stated services at its facility on Jefferson Avenue in downtown Memphis.
However, such diagnostic services are over-utilized at the Hospital due to a. combination of factors,
including inpatient use, emergency patient use, and the fact that the Hospital operates the third most
active Trauma Center in the United States. Due to the high demand at the Hospital, the scheduling of
diagnostic services — especially elective services — result in long wait times for patients and providers
alike. The Applicant projects future need/demand for diagnostic services at the same rate utilization of
these services have increased at the Hospital. Therefore, additional diagnostic services are needed, and it
was deemed prudent to open up an ODC in a more convenient location for outpatients. The Hospital
already has the MOB under lease, and sufficient space is available on the first floor of that building for
the ODC.

The Applicant’s primary service area is Shelby County. Approximately 88.5% of the Applicant’s
Owner’s patients who originate in Tennessee are from Shelby County, according to recent JAR data. For
example, Regional One Health provided 68,095 inpatient days to Tennessee residents in 2011, with
60,247 originating from Shelby County. With that said, the Applicant also provided care to patients from
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31 total counties in Tennessee in 2011, and patienfsfrom at least 10 other states came to the Applicant for
care in. 2011. In addition to the 68,095 patient days provided to Tennessee residents, 22,677 inpatient
days were provided to residents of other states, bringing the total inpatient days to 90,772. While this
data emphasizes the “regional” nature of the Applicant’s service area, for Tennessee purposes, Shelby
County is primary service area of Regional One Health. As a wholly-owned subsidiary, the Applicant’s
service area will surely mimic that of the hospital.

Based on an internal zip code patient analysis at Regional One Health, approximately 80% of the
Hospital’s patients requiring outpatient diagnostic services reside within a 20 minute drive of the ODC
location. Further, the location of this new ODC will be much closer and more accessible for those
patients who reside in the southern and southeastern portion of our service area.

The Landlord and the Applicant will share in the costs necessary to renovate the existing space. The
Applicant’s portion of that cost will be $249,000. The Applicant has already incurred legal,
administrative and consultant costs of approximately $50,000, and fixed equipment (but not diagnostic
equipment) will cost an additional $518,350. The ODC will be located in a 4,587 GSF space, but
common area allowances increase the amount of leased space to 5,275 GSF. The lease cost for the space
($1,392,600) exceeds the fair market value (“FMV™) of the space (or, $1,151,532.50), to the higher lease
cost 1s used in the Project Costs Chart. Diagnostic equipment (MRI, CT, Mammography, X-
ray/Fluoroscopy, and Ultrasound equipment) will be leased. The purchase costs ($2,115,948.79) exceed
the lease costs ($2,106,000.00) for the equipment, so the higher purchase cost for the equipment is used
in the Project Costs Chart. Please note that equipment maintenance costs (included in the Project Costs
Chart) are free in Year 1, but start up in the 2" and succeeding years. Therefore, the Projected Data
Chart will show more expenses in Year 2. Even so, we anticipate positive cash flow.
We anticipate having only 6 staff initially, including 1 administrator, 2 reception/intake personnel, and 4
equipment technicians. This staff is readily available either at work at the Hospital, or through our
extensive personnel files. We anticipate no problem in filling these few positions.
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37
II. Provide a detailed narrative of the project by addressing the following items as they relate to
the proposal.

A. Describe the construction, modification and/or renovation of the facility (exclusive of major
Medical equipment covered by T.C.A. § 68-11-1601 et seq.) including square footage, major
operational areas, room configuration, etc. Applicants with hospital projects (construction
cost in excess of $5 million) and other facility projects (construction cost in excess of $2
million) should complete the Square Footage and Cost per Square Footage Chart. Utilizing
the attached Chart, applicants with hospital projects should complete Parts A.-E. by
identifying as applicable nursing units, ancillary areas, and support areas affected by this
project. Provide the location of the unit/service within the existing facility along with
current square footage, where, if any, the unit/service will relocate temporarily during
construction and renovation, and then the location of the unit/service with proposed square
footage. The total cost per square foot should provide a breakout between new
construction and renovation cost per square foot. Other facility projects need only
complete Parts B.-E.  Please also discuss and justify the cost per square foot for this
project.

If the project involves none of the above, describe the development of the proposal.

Response: Regional One Health Imaging, LLC, 6555 Quince Road, Memphis (Shelby County),
Tennessee 38119 (“Applicant™), a wholly-owned subsidiary of Shelby County Health Care Corporation,
d/b/a, Regional One Health, 877 Jefferson Avenue, Memphis (Shelby County), Tennessee 38103
(“Owner” or “Hospital”), owned and managed by itself, is applying for a Certificate of Need for the
establishment of an Outpatient Diagnostic Center (“ODC), including the initiation of MRI services along
with CT, Mammography, X-ray/fluoroscopy and Ultrasound services. There are no new licensed beds
and no major medical equipment involved with this project, other than what is mentioned above. It is
proposed that the Applicant will be licensed by the Tennessee Department of Health. The estimated
project cost is anticipated to be $5,345,900.28, including filing fee. It is important to note that
$4,516,549 of this amount will be lease costs, which are operational costs. Therefore, the only front-end
costs required to implement this project will be only $817,350.00.

As just stated, the Applicant requests permission to establish an ODC, including the initiation of MRI
services. Other services planned for the ODC include CT, Mammography, X-ray/fluoroscopy, and
Ultrasound services. The ODC will be located on the first floor of an existing medical.office building
(“MOB?) located on Quince Road in the East Memphis area. See Attachment B.111.A for a property map
and view of the existing MOB on Quince Road. This attachment also shows where the' ODC will be
located within the existing MOB.

The Hospital provides all of the stated services at its facility on Jefferson Avenue in downtown Memphis.
However, such diagnostic services are over-utilized at the Hospital due to a combination of factors,
including inpatient use, emergency patient use, and the fact that the Hospital operates the third most
active Trauma Center in the United States. Due to the high demand at the Hospital, the scheduling of
diagnostic services — especially elective services — result in long wait times for patients and providers
alike. The Applicant projects future need/demand for diagnostic services at the same rate utilization of
these services have increased at the Hospital. Therefore, additional diagnostic services are needed, and it
was deemed prudent to open up an ODC in a more convenient location for outpatients. The Hospital

12



already has the MOB under lease, and sufficient space is available on thdSHIPRLEMENTAL-#1
the ODC. 38 June 25, 2014

o . ) 8:21 am
Anticipated utilization at the ODC will be as follows:

ODC ODC Hospital Hospital

QOutpatient Procedure Year 1 Year2 O/P 2012 O/P 2013
MRI 2,363 2,611 2,544 2,513
CT 1,545 2,237 10,830 11,893
All Other 8,671 10,247 38525 350915
Total Volume | 12,579] 15095] 51,899] 50,321 |

The Applicant’s primary service area is Shelby County. Approximately 88.5% of the Applicant’s
Owner’s patients who originate in Tennessee are from Shelby County, according to recent JAR data. For
example, Regional One Health provided 68,095 inpatient days to Tennessee residents in 2011, with
60,247 originating from Shelby County. With that said, the Applicant also provided care to patients from
31 total counties in Tennessee in 2011, and patients from at least 10 other states came to the Applicant for
care in 2011. In addition to the 68,095 patient days provided to Tennessee residents, 22,677 inpatient
days were provided to residents of other states, bringing the total inpatient days to 90,772. While this
data emphasizes the “regional” nature of the Applicant’s service area, for Tennessee purposes, Shelby
County is primary service area of Regional One Health. As a wholly-owned subsidiary, the Applicant’s
service area will surely mimic that of the hospital.

Based on an internal zip code patient analysis at Regional One Health, approximately 80% of the
Hospital’s patients requiring outpatient diagnostic services reside within a 20 minute drive of the ODC
location. Further, the location of this new ODC will be much closer and more accessible for those
patients who reside in the southern and southeastern portion of our service area.

The Landlord and the Applicant will share in the costs necessary to renovate the existing space. The
Applicant’s portion of that cost will be $249,000. The Applicant has already incurred legal,
administrative and consultant costs of approximately $50,000, and fixed equipment (but not diagnostic
equipment) will cost an additional $518,350. The ODC will be located in a 4,587 GSF space, but
common area allowances increase the amount of leased space to 5,275 GSF. The lease cost for the space
($1,392,600) exceeds the fair market value (“FMV”) of the space (or, $1,151,532.50), to the higher lease
cost is used in the Project Costs Chart. Diagnostic equipment (MRI, CT, Mammography, X-
ray/Fluoroscopy, and Ultrasound equipment) will be leased. The purchase costs ($2,1 15,948.79) exceed
the lease costs ($2,106,000.00) for the equipment, so the higher purchase cost for the equipment is used
in the Project Costs Chart. Please note that equipment maintenance costs (included in the Project Costs
Chart) are free in Year 1, but start up in the 2™ and succeeding years. Therefore, the Projected Data
Chart will show more expenses in Year 2. Even so, we anticipate positive cash flow.
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We anticipate having only 6 staff initially, incluging 1 administrator, 2 1&%&%
equipment technicians. This staff is readily available either at work at d!é“ﬁcﬁﬂizg,oaﬁthrough our
extensive personnel files. We anticipate no problem in filling these few posi9t30.am

From a historical standpoint, the Hospital traces its roots to the City of Memphis Hospital, built in 1936,
consisting primarily of open wards for inpatient beds. Through the years, additions have been made to
the campus as more demands were placed on the hospital and more services were offered. That original
building, renamed the John Gaston Building, no longer exists. The City of Memphis transferred
ownership of the hospital to Shelby County, and in around 1983/84 the hospital started doing business as
Regional Medical Center at Memphis/The MED. Today, Regional One Health is licensed for 631
hospital beds plus 20 SNF beds, and serves as a regional medical center for patients not only from Shelby
County, but from an additional 30 Tennessee Counties and 10 other states.

From a historical point of view, the Applicant has not enjoyed financial success in the past as other
hospitals in Memphis improved their respective campuses and added services. Following a brief period
of time when a management company was brought in, a new senior administration was hired recently
(2010) to oversee the improvement of both the physical plant and to enhance patient services at the
facility. Both the management company and new senior management have been able to cut expenses,
streamline processes, rework contracts, enhance the quality of services, and improve the financial
viability of Regional One Health. This CON project is the next phase of planned improvements to the
campus and in outpatient settings in an effort to further improve both the quality of services being
provided to our patients and our physical plant. At present, there is no formally-adopted long range plan,
but several areas of the campus continue to be studied by senior leadership, key department heads, and

the Board of Directors.

See Aftachment B.ILA.1 for a chart showing MRI utilization in Shelby County, 2010 —2012. Artachment
B.ILA.2 shows CT utilization, and Attachment B.ILA.3 shows the top 10 anticipated CPT codes for both

MRI and CT at our ODC.

Please note that the 2012 JTAR reported incorrect information on MRI utilization at the Hospital. The
coirect number of MRI procedures that should have been reported is 4,491. That correct number was
given to the HSDA for equipment utilization, and that number is being utilized within this application.

This project is financially feasible, based on cost information gathered by the HSDA for recent
renovation projects, as seen in the next chart:

CON Project # Renovation Square | Renovation Cost Per Square
Foot | Construction Cost | Foot

CN1110-039 7,737 $1,235,500 $159.69

CN1103-008 795 $127,500 $160.38

CN1304-014 847 $$150,000 $177.10

CN1304-013 2,080 ' | $520,000 $250.00

CN1203-014 5,320 $1,605,150 $301.72
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'SUPPLEMENTAL #2
40 June 30, 2014

B. Identify the number and type of beds increased, decreased, convO®@ a8k cated, designated,
and/or redistributed by this application. Describe the reasons for change in bed allocations and
describe the impact the bed change will have on the existing services.

Response: Not applicable, as no beds are involved in this project.
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C. As the applicant, describe your neeql fo provide the following health care services (if
applicable to this application):

Adult Psychiatric Services

Alcohol and Drug Treatment for Adolescents (exceeding 28 days)
Birthing Center

Burn Units

Cardiac Catheterization Services

Child and Adolescent Psychiatric Services
Extracorporeal Lithotripsy

Home Health Services

9. Hospice Services

10.  Residential Hospice

11. ICF/MR Services

12. Long-term Care Services

13. Magnetic Resonance Imaging (MRI)

14. Mental Health Residential Treatment

15. Neonatal Intensive Care Unit

16.  Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18.  Positron Emission Tomography

19.  Radiation Therapy/Linear Accelerator

20 Rehabilitation Services

21. Swing Beds '

R e

Response: Magnetic Resonance Imaging (MRI): The Hospital currently operates an MRI on its
campus on Jefferson Street. As reported, the Hospital also has the third most active Trauma Center in the
United States. As a trauma center, it is understandable that hospital resources, especially diagnostic
services, are utilized to the maximum. The current MRI utilization has increased as follows:

2011 3,927 procedures;
2012 4,491 procedures; and
2013 4,766 procedures.
Another MRI is needed to offset this high utilization. The issue is where to Jocate that second MRI.

Following is a summary of the process followed in arriving at the need for another MRI, and the fact that
it is most advantageous to place that additional unit in an outpatient setting:

ODC AT KIRBY BUILDING — SUMMARY

Overall Program Description:

» Regional One Health System, through Regional One Health Imaging, LLC, is proposing to
develop an Outpatient Diagnostic Center (ODC) at an existing MOB at the Kirby Building at
6555 Quince Boulevard, to serve current patients and residents of Hospital’s Primary and
Secondary-East Service Areas. In addition, the ODC will serve the “medical neighborhood” that
Regional One Health System is creating at the Kirby Building. This medical neighborhood is
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envisioned as an intensive ambulatory, pgtient-centered practice model with a primaﬁi‘% care core
and selected key specialties, supported by the diagnostic services of this proposed ODE, therapies
including PT and OT, satellite pharmacy, and selected specialty practices of UTMGiphysicians.
This is intended to serve as a hub for Regional One’s population health management stiategy.

i

-+

Types of Diagnostic Imaging Tests to be offered by the ODC include:

YYYVYVYYY

Magnetic Resonance Imaging (MRI)
Computed Tomography (CT)

Bone Densitometry

Ultrasound

Digital Mammography

Flouroscopy

X-ray

The Need for MRI:

| 2

Regional One is already exceeding HSDA guidelines for maximum operating capacity on its
one MRI Unit. The one MRI unit located at the Hospital is used for Inpatient, Emergency
Department, Trauma Center, and Outpatient Care. As shown in the table below, for the past 4
fiscal years, Regional One not only has exceeded HSDA criteria for “Operational Efficiency” of
one MRI unit, but also has exceeded what HSDA has defined as capacity of one machine. In
FY2013 alone, the Regional Medical Center’s volumes exceeded optimal operational efficiency
by almost 1,900 procedures.

MRI Procedures
FY10 FY11 FY12 FY13

Number of Procedures at ROHS (one machine) 3,882 4,412 4,491 4,766
% Change over Prior Year . 14% 2% 6%
HSDA Criteria for "Operational Efficiency" 2,880 2,880 2,880 2,880
Number of Procedures Exceeding "Operational Efficiency 1,002 1,532 1,611 1,886
HSDA Criteria for MRI Capacity 3,600 3,600 3,600 3,600
Number of Actual Procedures Exceeding HSDA Maximum Capacity 282 812 891 1,166
Level

"No Shows" Estimated at 15% * 582 662 674 715

Assume 50% of '"No Shows" Would Have Used ROHS If Scheduling

had not been a barrier ' Rl 339 ¢ 337 357

Assume 5% of Patients Referred For MRI Never Made An

3 41 44 477
Appointment Due to Long Wait Lis( 5 4 s

TOTAL of "Excess," "No Shows" and "Never Scheduled" | 961 1.584 1,677 2.000]
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Outpatients are differentially affected bv%‘l?ese exceedingly high volumes, experiencing waits of
two weeks or more in scheduling an MRI. With a priority use of the existing Hospital MRI unit
for inpatients and emergency department patients, the waiting time to schedule an Outpatient MRI
is at least two weeks. As the State’s trauma center for West Tennessee, Regional One’s MRI is
utilized to maximum capacity and, when necessary a trauma patient can bump a long-scheduled,
elective Outpatient MRI. Regional One’s Inpatients are sicker than the general hospital
population, further increasing the demands on one MRI unit.

MRI scheduling wait time is a barrier to access for Quipatients and a challenge fto maintain
continuity of care. A recent analysis conducted by Regional One’s Radiology Department
indicates that excessive scheduling wait times have contributed to a high “no show” rate. In 2012
and, again in 2013, 15% of MRIs scheduled were “no shows.” Those Regional One patients who
are secking care elsewhere experience a break in continuity of care. On the other hand, if those
patients do not seek care elsewhere, they are not receiving the care they need. Either way, the
analysis reveals that a second MRI is needed.

TennCare patients have been particularly hampered in_scheduling at the Regional Medical
Center. The Hospital estimates that, in 2013, more than 300 TennCare patients were “no-shows™
for MRI procedures. Further, based on the long waits in scheduling an MRI at the Hospital, the
suppressed demand from our TennCare patients referred by our Regional One physicians may be
more than double that number when those referred by our physicians for care are deterred from
scheduling their MRIs at the Hospital because of long waits.

We do not know whether these Regional One TennCare patients ("No-Shows" and "Referred but
not scheduled") have gone elsewhere or whether they did not receive the care that was prescribed
by their physician. Either way, this suppressed demand is both a break in the continuity of care
rendered by Regional One and an access issue.

We would expect that with the convenience in scheduling, ease of travel to this location, parking

-at the door, and other amenities provided at the Kirby Building, Regional One Health Imaging,
LLC should be able to recover this suppressed demand in the TennCare and other populations we
serve, thereby improving the medical management of our patients’ health care.

Self-Pay patients have limited choice in Shelby County and have been differentially exposed to
scheduling waits. In addition to “no shows,” we also have observed that many patients when
faced with too long waits for appointments, never follow-up on their care at all. Patients with
resources have choices. Regional One Health, as the County Healthcare Facility, is the only
choice available to elective self-pay patients.

There is a need to provide for market growth and the projected increased use of the modality.

e Market growth for Outpatient MRI between 2012 and 2022 is projected by the Health Care
Advisory Board to be 24% -- a compound growth rate of more than 2% per year

e Current MRI units (41) reported to HSDA 108,456 total procedures in 2012. This results
in an average utilization per machine of 2,645 in 2012, just under HSDA’s optimal
operational efficiency standard of 2,880 procedures per unit. Applying the compound
annual growth rate of approximately 2.2% per year projected by the HealthCare Advisory
Board for the Memphis East market, the MRIs now in the market will be operating at an
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average of 2,823 procedures by the year 2015 when RegioSRPHEMENTAL #1
its facility. 44 June 25, 2014
Other considerations: 1) MRI is supplanting Nuclear MedicB&2h@mray as the imaging

modality of choice for certain conditions; 2) Increasing population of aged individuals
drives increased imaging; and 3) New screening options also drive volumes

» VOLUME PROJECTIONS FOR REGIONAL ONE IMAGING — AT KIRBY

Anticipated utilization at the ODC will be as follows:

obC ODC Hospital Hospital
Outpatient Procedure Yearl Year2 O/P 2012 O/ 2013
MRI 2,363 2,611 2,544 2,513
CT 1,545 2,237 10,830 11,893
All Other 8.671 10,247 38,525 35,915
Total Volume . | 12,579 [ 15,095 ] 51,899 ] 50,321 | ‘

Why An ODC With MRI at Kirby:

> Respounsive service to existing patients is the primary goal: — To achieve this, Regional One is

focused on;:

Timely Access: Adding and dedicating an MRI to Outpatients facilitates prompt
scheduling

Convenience in Location: Approximately 80% of Regional One’s PSA population who
require outpatient diagnostic services reside within a 20-Minute Drive-Time from Kirby.
In addition, Kirby is close for SSA-East. More stats re: rest of service area including SSA-
East

Ease of Access Once Arrived: Getting downtown to the Regional Medical Center can be
a frustrating experience. Once one arrives at the Medical Center, parking and walking
time to get through the large downtown campus complex to get to Imaging can take
another 15 minutes. Ample parking will be provided at the Kirby Building with
convenient and quick access to the entryway of the building. Further, a covered porte
cochere will be available for patient drop-off, further speeding access. :
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D.  Describe the need to change location orggplace an existing facility.

Response: N/A.

E. Describe the acquisition of any item of major medical equipment (as defined by the Agency
Rules and the Statute) which exceeds a cost of $1.5 million; and/or is 2 magnetic resonance
imaging (MRI) scanner, positron emission tomography (PET) scanner, extracorporeal
lithotripter and/or linear accelerator by responding to the following:

1. For fixed-site major medical equipment (not replacing existing equipment):
a. Describe the new equipment, including:
1. Total cost; (As defined by Agency Rule).
2. Expected useful life;
3. List of clinical applications to be provided; and
4. Documentation of FDA approval.
Response:
‘ Purchase |’ Term Monthly
Equipment Price (Mos) Payment Total Cost
MRI Optima MR 450w $1,069,686.95 84 $13,100.00 1,100,400
CT Goldseal Brightspeed Elite 16 | $306,350.99 60 $5,000.00 300,000
Mammo | Senographe Care $280,910.85 60 $4,500.00 270,000
X-Ray Goldseal Precision 500D $315,000.00 60 $5,100.00 306,000
uU/s Logiq E9 $144,000.00 36 $3.,600.00 129,600
Package Pricing $2,115,948.79 $18,200.00 2,106,000

The expected useful life of the above equipment is 7 to 10 years.

Attachment B.ILE.] is documentation from the manufacturer and from the FDA regarding the certified
MRI equipment.

b. Provide current and proposed schedules of operations.

Response: The anticipated hours of operation of the ODC are from 7 am. to 5 p.m., Mon — Fri. If

demand exceeds this schedule, we will extend our hours of operation.

2.

For mobile major medical equipment:
a. List all sites that will be served;
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Provide current and/or pﬁtg)osed schedule of operations;
Provide the lease or contract cost.

Provide the fair market value of the equipment; and
List the owner for the equipment.

e e T

Response: N/A.

3. Indicate applicant’s legal interest in equipment (i.e., purchase, lease, etc.) In the
case of equipment purchase include a quote and/or proposal from an equipment
vendor, or in the case of an equipment lease provide a draft lease or contract that at
least includes the term of the lease and the anticipated lease payments.

Response: The Applicant will lease the above-listed diagnostic equipment. Attachment B.ILE.3 is a
quote from the leasing vendor.
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III.  (A) Attach a copy of the plot plan of thg.fite on an 8 1/2” x 11” sheet of white paper which
must include:
1 Size of site (in acres)
2 Location of structure on the site; and
3. Location of the proposed construction.
4 Names of streets, roads or highway that cross or border the site.
Please note that the drawings do not need to be drawn to scale. Plot plans are required for all
projects.
Response:
L The size of the medical complex approximates 6.002 Acres. Please see attached plot plan
(Attachment B. 111 4).
2. Please see Attachment B.IILA. This attachment indicates the location of the existing building on
the site.
3. There is no proposed construction, as normally intimated by this question, as the space already
exists. There will be a build out for the ODC, as previously explained.
4. Attachment B.IILA shows that the site is bounded by Quince Road and Nonconnah Parkway.

Quince Road intersects with Kirby Road (a major north/south thoroughfare), which intersects
with Nonconnah Parkway (a major east/west thoroughfare), which intersects with 1-240. The
site is readily accessible to patients, family members, and other health care providers.

(B) Describe the relationship of the site to public transportation routes, if any, and to

any highway or major road developments in the area. Describe the accessibility of
the proposed site to patients/clients.

Response: Attachment B.III.A shows that the site is bounded by Quince Road and Nonconnah Parkway.
Quince Road intersects with Kirby Road (a major north/south thoroughfare), which intersects with
Nonconnah Parkway (a major east/west thoroughfare), which intersects with 1-240. The site is readily
accessible to patients, family members, and other health care providers.
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IV.  Attach a floor plan drawing for the fagjjity which includes legible labeling of patient care
rooms (noting private or semi-private), ancillary areas, equipment areas, etc. on an 8 1/2” x 11” sheet
of white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings should be submitted and need not be
drawn to scale.

Response: Please see Attachment B.IV for a footprint of the ODC, which will be located on the ground
floor of the existing MOB. In addition to administrative (office, reception, registration, waiting room),
staff, and equipment areas, there will be separate rooms for MRI, CT, Fluoroscopy, Mammography, and
Ultrasound.
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V. For a Home Health Agency or HoAfkce, identify:

Existing service area by County;
Proposed service area by County;
A parent or primary service provider;

Existing branches; and

AN A

Proposed branches.

Response: N/A.
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SECTION C: GENERAL CRITERIA FOR CHRTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no Certificate of Need shall be
granted unless the action proposed in the application for such Certificate is necessary to provide
needed health care in the area to be served, can be economically accomplished and maintained,
and will contribute to the orderly development of health care.” The three (3) criteria are further
defined in Agency Rule€ 0720-4-.01. Further standards for guidance are provided in the state
health plan (Guidelines for Growth), developed pursuant to Tennessee Code Annotated §68-11-
162S.

The following questions are listed according to the three (3) criteria: (I) Need, (IT) Economic
Feasibility, and (II) Contribution to the Orderly Development of Health Care. Please respond to
each question and provide underlying assumptions, data sources, and methodologies when
appropriate. Please type each question and its response on an 8 1/2” x 11” white paper. All exhibits
and tables must be attached to the end of the application in correct sequence identifying the
question(s): to which they refer. If a question does not apply to your project, indicate “Not
Applicable (N/A).”

QUESTIONS
NEED . ‘
1. Describe the relationship of this proposal toward the implementation of the State Health

Plan and Tennessee’s Health: Guidelines for Growth.

a. Please provide a response to each criterion and standard in Certificate of Need Categories
that are applicable to the proposed project. Do not provide responses to General Criteria
and Standards (pages 6-9) here.

Response: Please see Attachment ODC and Attachment MRI.

Further, the State Health Plan lists the following Five Principles for Achieving Better Health, and are
based on the Division's enacting legislation:

1. The purpose of the State Health Plan is to improve the health of Tennesseans;
Regional One Health has been serving patients since 1936, and continues to this day. Many changes have
been made at the hospital, and more are planned, including this project by its wholly-owned subsidiary,
Regional One Health Imaging, LLC. Regional One Health’s goals are consistent with the State Health
Plan, and this project will improve the health of Tennesseans.

2. Every citizen should have reasonable access to health care;

Regional One Health accepts all patients who present for care, irrespective of their ability to pay, as will
the Applicant.
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3. The state's health care resources shouRllbe developed to address the needs of Tennesseans
while encouraging competitive markets, economic efficiencies, and the continued
development of the state's health care system;

The development of services at Regional One Health has always been the result of attempts to meet the
needs of Tennesseans. In today’s competitive market, patients are drawn to more modern and convenient
facilities. This project will result in improvement of services and enhance the convenience of the patients
we serve. Therefore, the approval of this application will enhance the “development” of health care
services in the proposed service area.

4. Every citizen should have confidence that the quality of health care is continually monitored
and standards are adhered to by health care providers; and

Tennessee is fortunate to have an excellent licensing division of the Department of Health. The Board of
Licensing Health Care Facilities provides standards for and monitoring of licensed health care providers.
This Applicant’s Owner is fully licensed by the Department of Health and is certified by Medicare,
Medicaid (TennCare), the Joint Commission on Accreditation of Healthcare Organizations (JCAHO,
most recent survey 06/08/2011), and the Commission on Accreditation of Rehabilitation Facilities
(CARF, most recent survey 11/01/2009). The Applicant will pursue similar certifications and appropriate
accreditation from the American College of Radiology (ACR).

5. The state should support the development, recruitment, and retention of a sufficient and
quality health care workforce.

The Applicant is committed to providing safe working conditions for its staff and continuing education to
its staff. Regional One Health serves as a clinical rotation site for the UT Schools of Medicine and
Nursing and other Allied Health Professional Schools. Regional One Health is a member of THA, AHA,
TNPath, and NAPH. The Applicant, as a wholly-owned subsidiary of Regional One Health, will
participate in such staff training to the greatest extent possible.

b. Applications that include a Change of Site for a health care institution, provide a response
to General Criterion and Standards (4)(a-¢).

Response: N/A.
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2s Describe the relationship of this proje@2o the applicant facility’s long-range development
plans, if any.

Response: From a historical point of view, the Hospital has not enjoyed financial success in the past as
other hospitals in Memphis improved their respective campuses and added services. Following a brief
period of time when a management company was brought in, a new senior administration was hired
recently (2010) to oversee the improvement of both the physical plant and to enhance patient services
provided by the Hospital. Both the management company and new senior management have been able to
cut expenses, streamline processes, rework contracts, enhance the quality of scrvices, and improve the
financial viability of Regional One Health. This CON project is the next phase of planned improvements
by the Hospital, through the Applicant, to further improve both the quality of services being provided to
our patients, and enhance the convenience of patients we serve. At present, there is no formally-adopted
long range plan, but several areas of the campus continue to be studied by senior leadership, key
department heads, and the Board of Directors.

3. Identlfy the proposed service area and justify the reasonableness of that proposed area.
Submit a county level map including the State of Tennessee clearly marked to reflect the
service area. Please submit the map on 8 1/2” x 11” sheet of white paper marked only with
ink detectable by a standard photocopier (i.e., no highlighters, pencils, etc.).

Response: The Applicant’s primary service area is Shelby County. Approximately 88.5% of the
Applicant’s Owner’s patients who originate in Tennessee are from Shelby County, according to recent
JAR data. For example, Regional One Health provided 68,095 inpatient days to Tennessee residents in
2011, with 60,247 originating from Shelby County. With that said, the Applicant also provided care to
patients from 31 total counties in Tennessee in 2011, and patients from at least 10 other states came to the
Applicant for care in 2011. In addition to the 68,095 patient days provided to Tennessee residents,
22,677 inpatient days were provided to residents of other states, bringing the total inpatient days to
90,772. While this data emphasizes the “regional” nature of the Applicant’s service area, for Tennessee
purposes, Shelby County is primary service area of Regional One Health. As a wholly-owned subs1d1ary,
the Applicant’s service area will surely mimic that of the hospital.

Based on an internal zip code patient analysis at Regional One Health, approximately 80% of the
Hospital’s patients requiring outpatient diagnostic services reside within a 20 minute drive of the ODC
location. Further, the location of this new ODC will be much closer and more accessible for those

patients who reside in the southern and southeastern portion of our service area.

Please see Attachment C.Need.3 for a map of the service area.
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4. A. Describe the demographics of the Population to be served by this proposal.
Response: Our proposed service area is Shelby County. The projected popta:ll“gtion for the next 4 years,

according to the TN Department of Health, is as follows:

2015 946,559
2016 949,178
2017 951,669
2018 954,012

In addition, U.S. Census Bureau data for the U.S., State and Shelby County is supplied as Aftachment
C.Need.4.A. This attachment shows that whereas 13.4% of the 2010 Tennessee population was over 65,
only 10.4% of Shelby County population was aged. Per capita annual income in Shelby County was
$25,002 from 2006 - 2010, whereas Tennessee had an average per capita income of $23,722 for the same
reporting period. Median household income for 2006 — 2010 for Shelby County totaled $44,705, and
comparable income for the State was $43,314. Finally, 16.5% of Tennesseans live below the poverty
level, whereas 19.7% of Shelby County residents live below the poverty level.

See chart below:

Selected Demographic Estimates for Shelby County/Tennessee
(Source: U.S. Census Quickfacts)

Demographics | Shelby Co. | Tennessee U.S.
65+ 10.4% 13.4% 13.0%
Per Capita $ $25,002 $23,722 $27.334
Household $ $44,705 $43.,314 $51,914
Below Pov. Lvl 19.7% 16.5% 13.8%
Pop/Sq. Mile 1,216 153.9 87.4
Home Owners 61.7% 69.6% 66.6%
White 43.6% 77.6% 72.4%
Black 52.3% 16.7% 12.6%

28




B. Describe the special needs of the servi®#area population, including health disparities, the
accessibility to consumers, particularly the elderly, women, racial and ethnic minorities, and low-
income groups. Document how the business plans of the facility will take into consideration the
special needs of the service area population.

Response: According to the U.S. Department of Health and Human Services, there are 58 Medically
Underserved Area tracts in Shelby County.* In addition, the same source shows that there are 113 census
tracts that are Health Professional Shortage Areas. See Attachment C.Need.4.B.

Further, the previous chart shows that Shelby County has a high percentage of racial minorities, and both
per capita income and average household income for Shelby County compare favorably with both
Tennessee and the nation. Regional One Health accepts all patients who present for care, irrespective of
their ability to pay, as will the Applicant. The approval of this project will only enhance the care
delivered to all patients at Regional One Health and through its subsidiary, including minorities and low
income patients.
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5. Describe the existing or certified servic29 including approved but unimplemented CONs, of
similar institutions in the service area. Include utilization and/or occupancy trends for each of the
most recent three years of data available for this type of project. Be certain to list each institution and
its utilization and/or occupancy individually. Inpatient bed projects must include the following data:
admissions or discharges, patient days, and occupancy. Other projects should use the most
appropriate measures, e.g., cases, procedures, visits, admissions, etc.

Response: Historic MRI and CT utilization is shown in Aftachments B.ILA.1 and B.I.A.2.
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SUPPLEMENTAL #2
6. Provide applicable utilization and/or 8&upancy statistics for yopuie¥o 20far each of the
past three (3) years and the projected annuzl utilization for each cfglayptiyg, (2) yvears following
completion of the project. Additionally, provide the details regarding the methodology used to
project utilization. The methodology must include detailed calculations or decumentation from
referral sources, and identification of all assumptions.

* Response: The Hospital currently operates an MRI on its campus on Jefferson Street. As reported, the

Tospital also has the third most active Trauma Center in the United States. As a trauma center, it is
understandable that hospital resources, especially diagnostic services, are utilized to the maximum. The
current Fiscal Year MRI utilization has increased as follows:

2011 4,412 procedures;

2012 4,491 procedures; and

2013 4,766 procedures.
Another MRI is needed to offset this high utilization. The issue is where to locate that second MRI.
Anticipated 4 year MRI utilization is 2,363;2,611; 2,885; and 3,188 (Yrs 1 —4).

Following is a summary of the process followed in arriving at the need for another MRI, and the fact that
it is most advantageous to place that additional unit in an outpatient setting:

ODC AT KEIRBY BUILDING — SUMMARY

Overall Program Description:

» Regional One Health System, through Regional One Health Imaging, LLC, is proposing to
develop an Outpatient Diagnostic Center (ODC) at an existing MOB at the Kirby Building at
6555 Quince Boulevard, to serve current patients and residents of Hospital’s Primary and
Secondary-East Service Areas. In addition, the ODC will serve the “medical neighborhood” that
Regional One Health System is creating at the Kirby Building. This medical neighborhood is
envisioned as an intensive ambulatory, patient-centered practice model with a primary care core
and selected key specialties, supported by the diagnostic services of this proposed ODC, therapies
including PT and OT, satellite pharmacy, and selected specialty practices of UTMG physicians.
This is intended to serve as a hub for Regional One’s population health management strategy.

Types of Diagnostic Imaging Tests to be offered by the ODC include:

1

Magnetic Resonance Imag‘ing (MRI)
Computed Tomography (CT)

Bone Densitometry

Ultrasound

Digital Mammography

Flouroscopy

X-ray
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The Need for MRI: 57

» Regional One is already exceeding HSDA guidelines for maximum operating capacity on ifs
one MRI Unit. The one MRI unit located at the Hospital is used for Inpatient, Emergency
Department, Trauma Center, and Outpatient Care. As shown in the table below, for the past 4
fiscal years, Regional One not only has exceeded HSDA criteria for “Operational Efficiency” of
one MRI unit, but also has exceeded what HSDA has defined as capacity of one machine. In
FY2013 alone, the Regional Medical Center’s volumes exceeded optimal operational efficiency
by almost 1,900 procedures.

MRI Procedures
FY10 FY11 FY12 FY13

Number of Procedures at ROHS (one machine) 3,882 4,412 4,491 4,766
% Change over Prior Year 14% 2% 6%
HSDA Criteria for ""Operational Efficiency" 2,880 2,880 2,880 2,880
Number of Procedures Exceeding 'Operational Efficiency 1,002 1,532 1,611 . 1,886
HSDA Criteria for MRI Capacity 3,600 3,600 3,600 3,600
Number of Actual Procedures Exceeding HSDA Maximum Capacity 282 812 891 1,166
Level

"No Shows'" Estimated at 15% * 582 662 674 715

Assume 50% of "No Shows" Would Have Used ROHS If Scheduling
had not been a barrier

291 331 337 357

Assume 5% of Patients Referred For MRI Never Made An

Appointment Due to Long Wait List
TOTAL of "Excess," "No Shows" and "Never Scheduled" I 961 1,584 1,677 2,000

388 441 449 477
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58

Outpatients are differentially affected by these exceedingly high volumes, experiencing waits of
two weeks or more in scheduling an MRI. With a priority use of the existing Hospital MRI unit
for inpatients and emergency department patients, the waiting time to schedule an Outpatient MRI
is at least two weeks. As the State’s trauma center for West Tennessee, Regional One’s MRI is
utilized to maximum capacity and, when necessary a trauma patient can bump a long-scheduled,
" elective Outpatient MRI. Regional One’s Inpatients are sicker than the general hospital
population, further increasing the demands on one MRI unit.

MRI scheduling wail time is a barrier to access for Outpatients and a challenge to maintain
continuity of care. A recent analysis conducted by Regional One’s Radiology Department
indicates that excessive scheduling wait times have contributed to a high “no show” rate. In 2012
and, again in 2013, 15% of MRIs scheduled were “no shows.” Those Regional One patients who
are seeking care elsewhere experience a break in continuity of care. On the other hand, if those
patients do not seek care elsewhere, they are not receiving the care they need. Either way, the
analysis reveals that a second MRI is needed.

TennCare patients have been particularly hampered in _scheduling at the Regional Medical
Center. The Hospital estimates that, in 2013, more than 300 TennCare patients were “no-shows”
for MRI procedures. Further, based on the long waits in scheduling an MRI at the Hospital, the
suppressed demand from our TennCare patients referred by our Regional One physicians may be
more than double that number when those referred by our physicians for care are deterred from
scheduling their MRIs at the Hospital because of long waits.

We do not know whether these Regional One TennCare patients ("No-Shows" and "Referred but
not scheduled") have gone elsewhere or whether they did not receive the care that was prescribed
by their physician. Either way, this suppressed demand is both a break in the continuity of care
rendered by Regional One and an access issue.

We would expect that with the convenience in scheduling, ease of travel to this location, parking
at the door, and other amenities provided at the Kirby Building, Regional One Health Imaging,
LLC should be able to recover this suppressed demand in the TennCare and other populations we
serve, thereby improving the medical management of our patients’ health care.

Self-Pay patients have limited choice in Shelby County and have been differentially exposed to
scheduling waits. In addition to “no shows,” we also have observed that many patients when
faced with too long waits for appointménts, never follow-up on their care at all. Patients with
resources have choices. Regional One Health, as the County Healthcare Facility, is the only
choice available to elective self-pay patients.

There is a need to provide for market growth and the projected increased use of the modality.

e Market growth for Outpatient MRI between 2012 and 2022 is projected by the Health Care
Advisory Board to be 24% -- a compound growth rate of more than 2% per year

o Current MRI units (41) reported to HSDA 108,456 total procedures in 2012. This results
in an average utilization per machine of 2,645 in 2012, just under HSDA’s optimal
operational efficiency standard of 2,880 procedures per unit. Applying the compound
annual growth rate of approximately 2.2% per year projected by the HealthCare Advisory
Board for the Memphis East market, the MRIs now in the market will be operating at an
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‘ag - g § y 10112 = HE NASING
?l\fe?age. of 2,823 procedures by 8 year 5 when Reg c}* l%}ec Hgfi&bq&&_mg opens
its facility.

8:21 am
Other considerations: 1) MRI is supplanting Nuclear Medicine and x-ray as the imaging
modality of choice for certain conditions; 2) Increasing population of aged individuals
drives increased imaging; and 3) New screening options also drive volumes

> VOLUME PROJECTFONS FOR REGIONAL ONE IMAGING — AT KIRBY

Anticipated utilization at the ODC will be as follows:

opC ODC Hospital Hospital

Outpatient Procedure Year 1 Year 2 O/ 2012 G/P 20613
MRI 2,363 2,611 2,544 2,513
CT 1,545 2,237 10,830 11,893

~ All Other . 8,671 10247 38525 35915 .
Total Volume [ 12,579 15,095 51,899 50,321 |

Why An ODC With MRI at Kirby:

b Responsive service to existing patients is the primary goal: — To achieve this, Regional One is

focused on:

Timely Access: Adding and dedicating an MRI to Outpatients facilitates prompt
scheduling

Convenience in Location: Approximately 80% of Regional One’s PSA population who
require outpatient diagnostic services reside within a 20-Minute Drive-Time from Kirby.
In addition, Kirby is close for SSA-East. More stats re: rest of service area including SSA-
East

Ease of Access Once Arrived: Getting downtown to the Regional Medical Center can be
a frustrating experience. Once one arrives at the Medical Center, parking and walking
time to get through the large downtown campus complex to get to Imaging can take
another 15 minutes. Ample parking will be provided at the Kirby Building with
convenient and quick access to the entryway of the building. Further, a covered porte
cochere will be available for patient drop-off, further speeding access.




SUPPLEMENTAL #2

ECONOMIC FEASIBILITY 60 June 30, 2014
' 9:30 am
1. Provide the cost of the project by completing the Project Costs Chart on the following page.

Justify the cost of the project.

All projects should have a project cost of at least $3,000 on Line F. (Minimum CON Filing Fee).
CON filing fee should be caiculated from Line D. (See App%icatnar Instructions for Filing Fee)

The cost of any lease should be based on fair market value or the total amount of the lease
payments over the initial term of the lease, whichever is greater.

The cost for fixed and moveable equipment includes, but is not necessarily limited to,
maintenance agreements covering the expected useful life of the equipment; federal, state, and
focal taxes amnd other government assessments; and installation charges, excluding capital
expenditures for physical plant renovation or in-wall shielding, which should be included
under construction costs or incorporated in a facility lease.

For projects that include new construction, modification, and/or renovation; documentation

must be provided from a contractor and/or architect that support the estimated construction

cosfts..

Response: The Project Costs Chart is completed. Approximately 4,587 GSF will be renovated, and
adding the common area factor, a total of 5,275 GSF will be leased. The Applicant’s renovation costs of
$249,000, divided by the GSF of the ODC (4,587) equals approximately $54.29 per GSF.

This project is financially feasible, based on cost information gathered by the HSDA for recent
renovation projects, as seen in the next chart:

CON Project # | Renovation Square | Renovation Cost Per Square
Foot Construction Cost | Foot

CNI1110-039 7,737 $1,235,500 $159.69

CN1103-008 795 $127,500 $160.38

CN1304-014 847 $$150,000 $177.10

CN1304-013 2,080 $520,000 $250.00

CN1203-014 5,320 $1,605,150 $301.72

Please see Attachment C.EF. 1, which is a letter from the Project Manager for this project.
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61
PROJECT COSTS CHART

Construction and equipment acquired by purchase.

00N AL AW~

Architectural and Engineering Fees

Legal, Administrative (Excluding CON Filing Fee), Consultant
Acquisition of Site

Preparation of Site

Construction Costs (build out of existing space)

Contingency Fund

Fixed Equipment (Not included in Construction Contract)

Moveable Equipment (List all equipment over $50,000)*

Other (Specity)

Subsection A Total

Acquisition by gift, donation, or lease.

Gl et e

Facility (Inclusive of Building and Land) (FMV)
Building Only

Land Only

Equipment (Specify)

__MRI CT, Mammo. X-Ray/Fluoro, Ultrasound
Other (Specify)

Equipment Maintenance

Subsection B Total

Financing costs and fees

P g

Interim Financing

Underwriting Costs

Reserve for One Year’s Debt Service
Other (Specify)

Subsection C Total

Estimated Project Cost (A + B + C)

CON Filing Fee

Total Estimated Project Cost (D + E) TOTAL

36

50,000

249,000

518.350

$ 817,350

$ 1,392,600

2,115,949

1,008,000
$ 4,516,549

0
S 5,'333,899.00
h 12,001.28
§  5.345.900.28



2. Identify the funding sources for this project.6 2

a. Please check the applicable item(s) below and briefly summarize how the project will be
financed. (Documentation for the type of funding MUST be inserted at the end of the application,
in the correct alpha/numeric order and identified as Attachment C, Economic Feasibility-2.)

A.

Commercial loan--Letter from lending institution or guarantor stating favorable
initial contact, proposed loan amount, expected interest rates, anticipated term of the
loan, and any restrictions or conditions;

Tax-exempt bonds--Copy of preliminary resolution or a letter from the issuing
authority stating favorable initial contact and a conditional agreement from an
underwriter or investment banker to proceed with the issuance;

General obligation bonds—Copy of resolution from issuing authority or minutes from
the appropriate meeting.

Grants--Notification of intent form for grant application or notice of grant award; or
Cash Reserves--Appropriate documentation from Chief Financial Officer.

Other—Identify and document funding from all other sources.

Response: This project will be financed by cash reserves. The financials of the Applicant indicate that
funds are available. In addition, J. Richard Wagers, Ir., Regional One Health’s Sr. Executive Vice
President and CFO, has furnished a letter attesting that Regional One Health has sufficient assets to
implement this project (see Attachment C.EF.2).
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3. Discuss and document the reasonableness of% proposed project costs. If applicable, compare the
cost per square foot of construction to similar projects recently approved by the Health Services
and Development Agency.

Response: Approximately 4,587 GSF will be renovated, and adding the common area factor, a total of
5,275 GSF will be leased. The Applicant’s renovation costs of $249,000, divided by the GSF of the ODC
(4,587) equals approximately $54.29 per GSF. :

This project is financially feasible, based on cost information gathered by the HSDA for hospital projects
between 2009 and 2011, as seen in the next chart:

Hospital Construction Cost Per Square Foot

Years: 2009 — 2011

Renovated New Total
Construction Construction Construction
1% Quartile $125.84/sq ft $235.86/sq ft $167.99/sq ft
Median $177.60/sq ft $274.63/sq ft $249.32/sq ft
3" Quartile $273.69/sq ft $324.00/sq ft $301.74/sq ft

Source: CON approved applications for years 2009 through 2011

Please see Attachment C.EF.1, which is a letter from the Project Manager for this project.
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4. Complete Historical and Projected Data@harts on the following two pages--Do not modify the
Charts provided or submit Chart substitutions! Historical Data Chart represents revenue and expense
information for the last three (3) years for which complete data is available for the institution.
Projected Data Chart requests information for the two (2) years following the completion of this
proposal. Projected Data Chart should reflect revenue and expense projections for the Proposal Only
(i.e., if the application is for additional beds, include anticipated revenue from the proposed beds only,
not from all beds in the facility). -

Response: As anew Applicant, there is no historical data. The Projected Data Chart is complete.

Please note that the project will have a positive cash flow in both Years 1 and 2. However, equipment
maintenance costs are not charged on the first year of the lease. However, such costs do begin in Year

‘2. Therefore, costs increase in Year 2, thereby affecting our bottom line. Even so, we anticipate
continuing positive cash flow in succeeding years.



HISTORICAIPDATA CHART

Give information for the last three (3) years for which complete data are available for the facility or agency.
The fiscal year begins in (month).

Response:

Utilization/Occupancy Rate (Patient Days)

Revenue from Services to Patients

1. Inpatient Services

2. Outpatient Services

3. Emergency Services

4. Other Operating Revenue (Specify)

‘

Gross Operating Revenue

Deductions from Operating Revenue
1. Contractual Adjustments

2. Provision for Charity Care

3. Provision for Bad Debt

Total Deductions

A 4

NET OPERATING REVENUE

Operating Expenses
1. Salaries and Wages

Physician’s Salaries and Wages

Supplies

. Taxes

. Depreciation

Rent

Interest, other than Capital

N o LR W

Management Fees:

a. Fees to Affiliates

b. Fees to Non-Affiliates

- 9. Other Expenses (Specify) ATTACHED
Total Operating Expenses

Other Revenue (Expenses)-Net (Specify) Attached

NET OPERATING INCOME (LOSS)

Capital Expenditures
1. Retirement of Principal

2. Interest

Total Capital Expenditure

NET OPERATING INCOME (LOSS) LESSCAPITAL
EXPENDITURES
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SUPPLEMENTAL #2
PROJECTE® DATA CHART June 30, 2014

. . . . :30 o
Give information for the two (2) years following the completion of this pl‘O_]eCt.aﬁ'iB ﬂ?{l;.m year begins in July
(month).

Yr-1 Yr-2
A.  Utilization/Occupancy (Diagnostic Procedures) ' 12.579 15.095
B. Revenue from Services to Patients
1. Inpatient Services
2. Outpatient Services 7,758,909 9,310,691
3. Emergency Services
4. Other Operating Revenue (Specify
Gross Operating Revenue 7,758,909 9,310,691
C. Deductions from Operating Revenue
1. Contractual Adjustments - L 4911,583 5,893,900
2. Provision for Charity Care 131,707 158,049
3. Provision for Bad Debt ’ ' 81,469 97,762
_ Total Deductions 5,124,759 6,149,711
NET OPERATING REVENUE 2,634,150 3,166,979
D. Operating Expenses ‘ '
1. Salaries and Wages 571,200 647,170
2. Physician’s Salaries and Wages (Contracted) 474,147 568,976
3. Supplies 107,438 132,794
4 . Taxes 60,000 60,000
5 . Depreciation 100,703 100,703
6. Rent 144,000 144,000
7. Interest, other than Capital 104 104
8. Management Fees:
a. Fees to Affiliates
b. Fees to Non-Affiliates ; 111,366 126,439
9.- Other Expenses (Specify)_Attached ' ' 851,889 1335,720
Total Operating Expenses 2,420,848 3,115,906
IEA Other Revenue (Expenses)-Net (Specify) Attached
NET OPERATING INCOME (LOSS) 213,302 45,074
E. Capital Expenditures
1. Retirement of Principal
2. Interest (on Letter of Credit)
; . Total Capital Expenditure
NET OPERATING INCOME (LOSS) LESS
CAPITAL EXPENDITURES . _
213,302 45,074
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Give information for the two (2) years following th® Zompletion of this project. The fiscal year begins in July
(month).

OTHER EXPENSES
PROJECTED DATA CHART
Ttem D 9 -- Other Expenses Year 1 Year 2
Purchased Admin Services 144,205 120,189
General and Admin 290,301 296,107
Utilities _ 97,386 96,639
Misc Equipment Leases 180,509 361,018
Equipment Service and Repair 4,500 266,035
Billing and Collections 134,988 195,732
Total | | $851,889 $1,335,720
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5. Please identify the project’s average gr0§58charge, average deduction from operating
revenue, and average net charge.

Response: There are no historical charge rates for the Applicant. It is projected that average patient
charges for Year 1 (considering ALL procedures) will be:

Average Gross Charge/Patient: $555
Average Deduction/Patient $366
Average Nel Charge/Patient $188.

It is projected that average patient charges for Year 1 (MRI only) will be:

Average Gross Charge/Patient: $1,794
Average Deduction/Patient $1,185

Average Net Charge/Patient $609.
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6. A. Please provide the current and pr@ﬁosed charge schedules for the proposal. Discuss any
adjustment to current charges that will result from the implementation of the proposal.
Additionally, describe the anticipated revenue from the proposed project and the impact on
existing patient charges.

Response: There are no historical charge rates for the Applicant. It is projected that average patient
charges for Year 1 (considering ALL procedures) will be: :

Average Gross Charge/Patient: $555
Average Deduction/Patient $366
Average Net Charge/Patient $188.

It is projected that average patient charges for Year 1 (MRI only) will be:

Average Gross Charge/Patient: $1,794
Average Deduction/Patient $1,185
Average Net Charge/Patient $609.
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B. Compare the proposed charges to/@lose of similar facilities in the service area/adjoining
service areas, or to proposed charges of projects recently approved by the Health Services and
Development Agency. If applicable, compare the proposed charges of the project to the
current Medicare allowable fee schedule by common procedure terminology (CPT) code(s).

Response: According to the HSDA, the median charge for an MRI procedure in 2012 was $2,106.03.
The Applicant anticipates the following for Year 1:

It is projected that average patient charges for Year 1 (MRI only) will be:

Average Gross Charge/Patient: $1,794
Average Deduction/Patient $1,185
Average Net Charge/Patient $6009.
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7. Discuss how projected utilization rates willlbe sufficient to maintain cost-effectiveness.

Response: The Projected Data Chart indicates sufficient revenue to maintain -cost-effectiveness.
Obviously, income is dependent upon rendering services to a sufficient number of patients. However,
the number of anticipated procedures clearly shows that sufficient utilization of the ODC will result in

positive cash flow.
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8. Discuss how financial viability will béZensured within two years; and demonstrate the
availability of sufficient cash flow until financial viability is achieved.

Response: The Projected Data Chart indicates sufficient revenue to maintain cost-effectiveness.
Obviously, income is dependent upon rendering services to a sufficient number of patients. However,
the number of anticipated procedures clearly shows that sufficient utilization of the ODC will result in
positive cash flow.

The Hospital itself (the Applicant’s Owner) has reported profitable years since 2010, the year the new
management team was hired. In fact, Regional One Health has increased its revenue to the extent it has
sufficient cash reserves to fund this project. Financial viability has been ensured by improvements made
at the hospital, including cutting expenses, streamlining processes, reworking contracts, enhancing the
quality of services, and improving the financial viability of Regional One Health. This CON project is
the next phase of planned improvements to further improve both the quality of services being provided
to our patients and enhance patient convenience.

.
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9. Discuss the project’s participation in7state and federal revenue programs including a
description of the extent to which Medicare, TennCare/Medicaid, and Medically indigent
patients will be served by the project. In addition, report the estimated dollar amount of
revenue and percentage of total project revenue anticipated from each of TennCare, Medicare,
or other state and federal sources for the proposal’s first year of operation.

Response: The Hospital participates in Medicare and TennCare, as will the Applicant. The following
payor sources are anticipated at our ODC, by payor mix:

Medicaid 25%
Medicare 25%
Contracted Commercial 30%
Other Commercial 10%
Self Pay 10%.
10. Provide copies of the balance sheet and income statement from the most recent reporting

period of the institution and the most recent audited financial statements with accompanying
notes, if applicable. For new projects, provide financial information for the corporation,
partnership, or principal parties involved with the project. Copies must be inserted at the end
of the application, in the correct alpha-numeric order and labeled as Attachment C, Economic

Feasibility-10.

Response: See Attachment C.EF.10.
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11. Describe all alternatives to this project whfich were considered and discus“'fs'. the advantages and
disadvantages of each alternative including but not limited to:

a. A discussion regarding the availability of less costly, more éffective, and/or more efficient
alternative methods of providing the benefits intended by the proposal. If development of such
alternatives is not practicable, the applicant should justify why not; including reasons as to
why they were rejected. .

Response: The only alternative — other than doing nothing — that was considered was placing more
diagnostic equipment at the hospital’s campus. This alternative was discarded due to space limitations
and patient inconvenience. This new site for a new ODC was chosen for the various reasons already
described in detail in this application.

b. The applicant should document that consideration has been given to alternatives to new
construction, e.g., modernization or sharing arrangements. It should be documented that
superior alternatives have been implemented to the maximum extent practicable.

Response: The only alternative — other than doing nothing — that was considered was placing more
diagnostic equipment at the hospital’s campus. This alternative was discarded due to space limitations
and patient inconvenience. This new site for a new ODC was chosen for the various reasons already
described in detail in this application.
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CONTRIBUTION TO THE ORDERLY DEVEI/GPMENT OF HEALTH CARE

1. List all existing health care providers (e.g., hospitals, nursing homes, home care organizations,
etc.), managed care organizations, alliances, and/or networks with which the applicant
currently has or plans to have contractual and/or working relationships, e.g., transfer
agreements, contractual agreements for health services.

Response: The Hospital has TennCare contracts with UHC/Americhoice, Blue Care and TNCare Select.
These contracts will not change as a result of this project. The Applicant will pursue contracts with the
same MCOs, and with any new MCOs that provide services in the area.

Regional One Health and its predecessors have provided acute medical services for citizens of Shelby
County and the surrounding area for generations, beginning in 1936. Today, it is a regional referral
facility for a wide catchment area. While Shelby County residents remain its main reason for existence,
the hospital provides a wide assortment of tertiary health care services for people from surrounding areas.
As stated earlier, its 2011 JAR shows that its patients originated from 31 Tennessee counties plus<10
additional states. As such, Regional One Health has a plethora of contractual and working relationships.

See Attachment C.OD.1 for a letter of support from an existing provider. Other letters may be provided
later.
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2. Describe the positive and/or negative effdds of the proposal on the health care system. Please
be sure to discuss any instances of duplication or competition arising from your proposal including a
description of the effect the proposal will have on the utilization rates of existing providers in the
service area of the project.

Response: The approval of this project will only result in positive outcomes. Regional One Health
System, through Regional One Health Imaging, LLC, is proposing to develop an Outpatient Diagnostic
Center (ODC) at an existing MOB at the Kirby Building at 6555 Quince Boulevard, to serve current
patients and residents of Hospital’s Primary and Secondary-East Service Areas. In addition, the ODC
will serve the “medical neighborhood” that Regional One Health System is creating at the Kirby
Building. This medical neighborhood is envisioned as an intensive ambulatory, patient-centered practice
model with a primary care core and selected key specialties, supported by the diagnostic services of this
proposed ODC, therapies including PT and OT, satellite pharmacy, and selected specialty practices of
UTMG physicians. This is intended to serve as a hub for Regional One’s population health management

strategy.

As our patients who requlre diagnostic procedures are referred from within our health system, there
should be no negative impact on existing rehab providers.
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3. Provide the current and/or anticipated sthZ"mg pattern for all employees providing patient care
for the project. This can be reported using FTEs for these positions. Additionally, please compare the
clinical staff salaries in the proposal to prevailing wage patterns in the service area as published by the
Tennessee Department of Labor & Workforce Development and/or other documented sources.

Response: We anticipate hiring only 4 equipment technicians (“...employees providing patient care for
the project.”).. The salary for each technician will be approximatety $60,000 per year. This staff is
readily available either at work at the Hospital, or through our extensive personnel files. We anticipate
no problem in filling these few positions.

Comparable clinical staff in the service area as published by the Tennessee Department of Labor &
Workforce Development is included in Attachment C.OD.3.
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4. Discuss the availability of and accessiﬂﬁy to human resources required by the proposal,
including adequate professional staff, as per the Department of Health, the Department of
Mental Health and Developmental Disabilities, and/or the Division of Mental Retardation
Services licensing requirements.

Response: We anticipate hiring only 4 equipment technicians (*...employees providing patient care for
the project.”). The salary for each technician will be approximately $60,000 per year. This staff-is
readily available either at work at the Hospital, or through our extensive personnel files. We anticipate
no problem in filling these few positions.

Comparable clinical staff in the service area as published by the Tennessee Department of Labor &
Workforce Development is included in Attachment C.OD. 3.

53



A Verify that the applicant has reviewed ah® understands all licensing certification as required
by the State of Tennessee for medical/clinical staff. These include, without limitation,
regulations concerning physician supervision, credentialing, admission privileges, quality
assurance policies and programs, utilization review policies and programs, record keeping, and
staff education.

Response: The Applicant (through its Owner) is familiar with all licensing certification requirements
for medical/clinical staff.

6. Discuss your health care institution’s participation in the training of students in the areas of
medicine, nursing, social work, etc. (e.g., internships, residencies, etc.).

'Response: The Applicant’s Owner has clinical affiliation relationships with UT School of Medicine
and the University of Memphis School of Nursing. These relationships will only enhance services being
provided by our ODC. See Attachment C.OD.6.
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U (a) Please verify, as applicable, that the %Qplicant has reviewed and understands the licensure
requirements of the Department of Health, the Department of Mental Health and Developmental
Disabilities, the Division of Mental Retardation Services, and/or any applicable Medicare
requirements.

Response: The Applicant, through its Owner, is familiar with all licensure requirements of the
regulatory agencies of the State.

(b) Provide the name of the entity from which the applicant has received or will receive
licensure, certification, and/or accreditation.

Response:
Licensure: Tennessee Department of Health
Accreditation: Medicare, Medicaid/TennCare, ACR

(c) If an existing institution, please describe the current standing with any licensing,
certifying, or accrediting agency. Provide a copy of the current license of the facility.

Response: Not Applicable.

(d) For existing licensed providers, document that all deficiencies (if any) cited in the last
licensure certification and inspection have been addressed through an approved plan of
correction. Please include a copy of the most recent licensure/certification inspection with an
approved plan of correction.

Response: Not Applicable.
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8. Document and explain any final orders8dr judgments entered in any state or country by a
licensing agency or court against professional licenses held by the applicant or any entities or
persons with more than a 5% ownership interest in the applicant. Such information is to be
provided for licenses regardless of whether such license is currently held.

Response: There have been no final orders or judgments as are contemplated by this question.

9. Identify and explain any final civil or criminal judgments for fraud or theft against any person
or entity with more than a 5% ownership interest in the project

Response: There have been no final orders or judgments as are contemplated by this question.

10. If the proposal is approved, please discuss whether the applicant will provide the Tennessee
Health Services and Development Agency and/or the reviewing agency information concerning
the number of patients treated, the number and type of procedures performed, and other data
as required.

Response: The Applicant will provide all data contemplated by this question.
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82
PROOF OF PUBLICATION

Attach the full page of the newspaper in which the notice of intent appeared with the mast and
dateline intact or submit a publication affidavit from the newspaper as proof of the publication of the
letter of intent.

Response: If the requested documentation is not attached, it will be submitted once received.

DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a Certificate of Need is valid for a period not
to exceed three (3) years (for hospital projécts) or two (2) years (for all other projects) from the date of
its issuance and after such time shall expire; provided, that the Agency may, in granting the
Certificate of Need, allow longer periods of validity for Certificates of Need for good cause shown.
Subsequent to granting the Certificate of Need, the Agency may extend a Certificate of Need for a
period upon application and good cause shown, accompanied by a non-refundable reasonable filing
fee, as prescribed by rule. A Certificate of Need which has been extended shall expire at the end of the
extended time period. The decision whether to grant such an extension is within the sole discretion of
the Agency, and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart on the next page. If the project will be
completed in multiple phases, please identify the anticipated completion date for each phase.

2. If the response to the preceding question .indicates that the applicant does not anticipate
completing the project within the period of validity as defined in the preceding paragraph, please
state below any request for an extended schedule and document the “good cause” for such an
extension.

Form HF0004
Revised 05/03/04

Previous Forms are obsolete
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SUPPLEMENTAL #1

PROJECT COMPLE’??ON FORECAST CHARAE 25, 2014
8:21 am

Enter the Agency projected Initial Decision date, as published in Rule 68-11-1609(c): 09/2014.

Assuming the CON approval becomes the final agency action on that date; indicate the number of day from
the above agency decision date to each phase of the completion forecast.

Anticipated Date

Phase DAYS (MONTH/YEAR)
REQUIRED

1. Architectural and engineering contract signed 15 09/25/14
2. Construction documents approved, TDOH 60 11/27/14
3. Construct.ion contract signed lﬁ 12/18/14
4. Building permi.t secured L 12/19/14
5. Site preparation completed N/A o

6. Building construction commenced 21 09/09/15
7. ‘Construction 40% complete | 90 04/09/15
8. Construction 80% complete 90 B 07/09/15
9. Construction 100% complete (app., occupancy) 60 09/09/15
10. *Issuance of license 90 12/09/15
11. *Initiation of service 90 03/09/16
12. Final Architectural Certification of Payment 60 05/11/16
13. Final Project Report Form (HF0055) _ 90 08/19/16

* For projects that do NOT involve construction or renovation : Please complete items 10 and 11
only.

Note: If litigation occurs, the completion forecast will be adjusted at the time of the final
determination to reflect the actual issue date.
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ABMDAVIT

STATE OF TENNESSEE

COUNTY OF DAVIDSON

E. Graham Baker, Ir., being first duly sworn, says that he/she is the applicant named in this application

or his/her/its lawful agent, that this project will be completed in accordance with the application, that the
applicant has read the directions to this application, the Rules of the Health Services and Development
Agency, and "1‘“.C.A. § 68-11-1601, er seq., and that the responses to this application or any other
questions deemed appropriate by the Health Services and Development Agency arc true and complete to

the best-of my Knowledge; information, and belief.

/4 &4&/@‘* g |, Arrotrces g5 et

SI@ATURE;TT I'LE

Sworn to and subscribed before me this 13% day of June. 2014, a
(month) (year)

My commission expires _ July 3rd , 2017 .
(Montl/Day) (Year)
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8:21 am

Utilization of MRI's in the Service Area

2010 2011 2012| # Units 2012 |% Change Miles
BMH Collierville 1,941 1,891 1,734 1 -10.66% 10.5
BMH Memphis 11,517 12,052 11,913 3 3.44% 6.0
Baptist Rehab - Germantown 1,702 1,622 1,596 1 -6.25% 4.1
Baptist Rehab - Briarcrest 370 585 650 1 75.68% 2.8
Campbell Clinic - Union 64 2,290 2,155 1 3267.19% 150
Campbell Clinic 8,081 6,502 6,321 i -21.78% 4.9 P
—|Delta Medical Cntr  — —880| 15006 — 787 — 1= -10:57% 6.9F—
Diagnostic Imaging 4,540 6,358 6,538 1 44.01% 2.5
LeBonheur 3,856 4,663 5,357 3 38.93% 16.6
Methodist Germantown 8,313 7,698 6,557 2 -21.12% 3.7
Methodist North 3,536 4,073 4,139 1 17.05% 14.9
Methodist South 6,35 6,058 6,092 2 -4.20% KR
Methodist University 9,136 9,677 9,803 3 7.30% 15.8
MSK Covington Pike 3,420 3,096 3,140 1 -8.19% 29.0
MSK Briarcrest 4,043 4,508 4,489 1 11.03% S2L I
Neurology Clinic 3,370 3,168 3,160 1 -6.23% 29.2
Outpatient Diagnostic Memph 2,389 2,207 2,214 1 -7.33% 27.5
Park Ave. Diagnostic 3,857 3,080 2,681 2 -30.49% 24.0
Regional One 3,733 3,927 4,491 1 20.31% 16.9
Semmes Murphey Clinic 7,327 7,300 6,490 2 -11.42% 25.6
St. Francis 6,159 5,482 5,393 3 -12.44% 25.6
St. Francis - Bartlett 3,030 3,257 3,642 2 20.20% 31.8
St. Jude 9,467 10,031 6,241 4 -34.08% 18.5
Wesley Neurology Clinic 1,393 1,398 1,309 1 -6.03% 202
West Clinic, P.C. 1,304 1,662 1,564 1 - 19.94% 25.4
Total 109,787 113,591| 108,456 41 -1.21%
CON Approved MRI Units Since 2012
2012 CON Approved Miles
IeBonheur Children's Hospital 3 1 16.8
BMH for Women 0 1 4.8
West TN Imaging * Wl 0 2.9

* "Moving" existing unit
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Attachment B.JL.A.2

Utilization of CT's in the Service Area

2010] 2011 2012| # Units 2012 [% Change |
BMH Collierville 12,381 11,277 8,843 1 -28.58%
BMH Memphis 50,351 51,644| 48,898 6 -2.89%
BMH for Women 572 622 479 1 -16.26%
BMH - Bartlett 3,081 2,151 N/A
BMH - Germantown 1,669 641 N/A
Baptist Rehab - Germantown 695 719 565 I -18.71%
Bowden, Phillip M.D. 2,093 611 659 il -68.51%|
Conrad Pearson 7,466 4,113 3,678 1 -50.74%
Delta Medical Cntr 4,694 4,389 3,921 1 -16.47%
Diagnostic Imaging 3,217 3,592 3,542 1 10.10%
East Memphis PET 96 N/A
Gastro One 3,198 1,563 1,571 1 -50.88%
ImagDent of Memphis 268 533 457 1 70.52%
LeBonheur 7,124 6,993 6,866 2 -3.62%
Methodist Germantown 29,484| 24,728 26,486 3 -10.17%
Methodist North 30,002 23,985] 24,625 3 -17.92%
Methodist South 22,045 17,181 16,958 2 -23.08%
Methodist University 37,675| 34,418 35418 5 -5.99%
Neurology Clinic 383 290 342 1 -10.70%
Park Ave. Diagnostic 2,195 - 1,374 1,188 1 -45.88%
Regional One 150,144 46,236 42,518 3 -71.68%
Semmes Murphey Clinic 2,046 1.845 1,845 1 -9.82%
St. Francis 21,131 15,987 1,682 4 -92.04%
St. Francis - Bartlett 15,830 13,922 15,712 2 -0.75%
St. Jude 6,023 4,679 2,863 1 -52.47%
West Clinic 2,752 1,314 3,294 1 19.69%
West Clinic, P.C. 16,122| 18,464 14,516 2 -9.96%
| Total 432,735] 293,301| 266,926 46 -38.32%

Source: HSDA, Medical Euipment, Computed Tomography Scanmners - Utilization 2010-2013
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SUPPLEMENTAL #1
o8 Supgless iz L3
8:21 am '

Healthcare Financial Services

June 24, 2014

Dr. Jeff Landman
Regional One Health
6555 Quince Road
Memphis, TN 38119

Dear Dr. Landman:

GE Healthcare Financial Services, a component of General Electric Capital Corporation ("GEHFS"), is pleased to submit the

following proposal:

Contract Description:
Lessor.

‘ Lessee:

Equipment Descrip;don:

Equipment Cost:

Term and Rental
Payment Amount:

Lease Rate on
Equipment Cost:

End of Lease Options:

Advance Rent:

Documentation Fee:

Interim Rent:

Required Credit
Information:

True lease of equipment.

General Electric Capital Corporation, or one or more of its affiliates and/or assigns.
Regional One Health

GE Healthcare Diagnostic Imaging Equipment
$2,115,948.79

Product Price TJetm ‘%
Optima MR 450w $1,069,686.95 84 $13,100.00
Goldseal Brightspeed Elite 16 | $306,350.99 60 $5,000.00
Senographe Care $280,910.85 60 $4,500.00 4
Goldseal Precision 500D $315,000.00 60 $5,100.00
Logiq E9 $144,000.00 36 $3,600.00

Note: The lease rate and rental payment amounts have been calculated based on the Swap Rate (as
defined below) and an assumption that, at the time of funding, the Swap Rate will be 1.80%. GEHFS
reserves the right to adjust the lease rate and rental payment amounts if this is not the case, and/or if
the lease commences after December 31, 2014, and/or for -other changes in market conditions as
determined by GEHFS in its sole discretion. As used herein, "Swap Rate" means the interest rate for
swaps that most closely approximates the initial term of the lease as published by the Federal Reserve
Board in the Federal Reserve Statistical Release H.15 entitled “Selected Interest Rates” currently
available online at hitp://www.federalreserve.aov/releases/h15/update/ or such other nationally
recognized reporting source or publication as GEHFS may specify.

Lessee shall, at its option, either purchase all (but not less than all) of the Equipment for its then fair
market value, plus applicable, taxes or return the Equipment to GEHFS. g ;

$0.00 due with signed contract. In no event shall any advance rent or advance charge or any other
rent payments be refunded to Lessee. The Advance Rental will be applied as described in the lease

A documentation fee of $Waived will be charged to Lessee to cover document preparation, document
transmittal, credit write-ups, lien searches and lien filing fees. The documentation fee is due upon
Lessee’s acceptance of this proposal and is non-refundable. This fee is based on execution of our

standard documents substantially in the form submitted by us. In the event significant revisions are
made to our documents at your request or at the request of your legal counsel or your landlord or
mortgagee or their counsel, the documentation fee will be adjusted accordingly to cover our additional

costs and expenses.

if the lease commencement date is not the 1* or 15" of any calendar month (a "Payment Date"),
interim rent may be assessed for the period between the lease commencement date and the Payment
Date.

1. Two years fiscal yéar end audited/un-audited financial statements and comparative interim
statements; or tax returns and business plan.

2. Such additienal information as may be required.



SUPPLEMENTAL #1

89
Proposal Expiration: This proposal and all of its terms shall expire on December 31Jumneif2B,A2OM4 not received
Lessee’s signed acceptance hereof by such date. Subject to theg;ﬁd'a sentence, this proposal
and all of its terms shall expire on December 31, 2014 if the lease R28NC enced by such date.

The summary of proposed terms and conditions set forth in this proposal is not intended to be all-inclusive. Any terms and conditions
that are not specifically addressed herein would be subject to future negotiations. Moreover, by signing the proposal, the parties
acknowledge that: (i) this proposal is not a binding commitment on the part of any person to provide or arrange for financing on the
terms and conditions set forth herein or otherwise; (i) any such commitment on the part of GEHFS would be in a separate written
instrument signed by GEHFS following satisfactory completion of GEHFS' due diligence, internal review and approval process (w hich
approvals have not yet been sought or obtained); (iii) this proposal supersedes any and all discussions and understandings, written or
oral between or among GEHFS and any other person as to the subject matter hereof, and (iv) GEHFS may, at any level of its approval
process, decline any further consideration of the proposed financing and terminate its credit review process. Lessee hereby
acknowledges and agrees that GEHFS reserves the right to syndicate (via a referral, an assignment or a participation) all or a portion
of the proposed transaction to one or more banks, leasing or finance companies or financial institutions (a "Financing Party"). In the
event GEHFS elects to so syndicate all or a portion of the proposed transaction (whether before or after any credit approval of the
proposed transaction by GEHFS) and is unable to effect such syndication on terms satisfactory to Lessee and/or GEHFS, GEHFS
may, in its discretion, decline to enter into, and/or decline any further consideration of, the proposed financing. Lessee hereby further
acknowledges and agrees that, in connection with any such syndication, GEHFS may make available to one or more Financing
Parties any and all information provided by or on behalf of Lessee to GEHFS (including, without limitation, any third party credit

report(s) provided to or obtained by GEHFS)

Except as required by law, neither this proposal nor its contents will be disclosed publicly or privately except to those individuals who
are your officers, employees or advisors who have a need to know as a result of being involved in the proposed transaction and then
only on the condition that such matters may not be further disclosed. Nothing herein is to be construed as constituting tax, accounting or

legal advice by GEHFS to any person.

You hereby authorize GEHFS to file in any jurisdiction as GEHFS deems necessary any initial Uniform Commercial Code financing
statements that identify the Equipment or any other assets subject to the proposed financing described herein. If for any reason the
proposed transaction is not approved, upon your satisfaction in full of all obligations to GEHFS, GEHFS will cause the termination of
such financing 'statements. You acknowledge and agree that the execution of this proposal and the filing by GEHFS of such financing
statements in no way obligates GEHFS to provide the financing described herein. By signing below, you hereby consent to and
authorize GEHFS to perform all background, credit, judgment, lien and other checks and searches as GEHFS deems appropriate in its

sole credit judgment.

We look forward to your early review and response. f there are any questions, we would appreciate the opportunity to discuss this
proposal in more detail at your earliest convenience. Please do not hesitate to contact me directly at 615-854-3687.

Sincerely yours,

Don Diffendorf

Donald Diffendorf

Vice President

GE Healthcare Financial Services,

a component of General Electric Capital Corporation

Acknowledged and Accepted:

(Legal Name)
By.

Title:

Date:

Fed. ID#
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Regional One Health
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92 ATTACHMENT MRI

STATE HEALTH PLAN
CERTIFICATE OF NEED STANDARDS AND CRITERIA

FOR
MAGNETIC RESONANCE IMAGING SERVICES

The Health Services and Development Agency (HSDA) may consider the following
standards and criteria for appliéations sceking to provide Magnetic Resonance Imaging
(MRI) services. Existing providers of MRI services are not affected by these standards
and criteria unless they take an action that requires a new certificate of need (CON) for
MRI services.

These standards and criteria are effective immediately as of December 21, 2011, the
date of approval and adoption by the Governor of the State Health Plan changes for
2011. Applications to provide MRI services that were deemed complete by HSDA
prior to this date shall be considered under the Guidelines for Growth, 2000 Edition.

Definitions

Capacity: The measure of the maximum number of MRI procedures per MRI unit per
year based upon the type of MRI equipment.

Dedicated Breast MRI Unit: An MRI unit that is configured to perform only breast
MRI procedures and is not capable of performing other types of non-breast MRI
procedures.

Dedicated Extremity MRI Unit: An MRI unit that is utilized for the imaging of
extremities only and is of open design with a field of view no greater than 25
centimeters.

Magnetic Resonance Imaging (MRI): A noninvasive diagnostic modality in which
electronic equipment is used to create tomographic images of body structure. The MRI
scanner exposes the target area to non ionizing magnetic energy and radio frequency fields,
focusing on the nuclei of atoms such as hydrogen in the body tissue. Response of
selected nuclei to this stimulus is translated into images for evaluation by the physician.

MRI Procedure: A single, discrete MRI study performed on a single patient during a

16
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single visit. The Health Services and Development Agency (HSDA) shall be responsible
for setting reporting requirements consistent with this definition, including the
development of a selected set of CPT codes, which shall not include research-only CPT
codes for purposes of determining capacity and need.

17
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MRI Study: An MRI scan defined by a CPT procedure code.

MRI Unit: Medical imaging equipment (often referred to as a "scanner") that uses
nuclear magnetic resonance to create tomographic images of body structure. MRI
units may be differentiated by magnetic field strength ("tesla" or "T"), and also by
construction or orientation. A "closed" scanner typically uses a higher strength magnet
and an "open" scanner typically uses a lower strength magnet. There are also "multi-
position" or "stand-up" scanners (often used for spine and joint evaluation, where weight-
bearing is required) and limited-use scanners, such as those designed only to scan the
breast or extremities (e.g., elbows, wrists, toes, etc.).

Mobile MRI Unit: An MRI unit and transporting equipment that is moved or able to be
moved to provide services at two or more host facilities, including facilities located in
adjoining or contiguous states of the United States.

Mobile MRI Unit" Capacity: Total capacity of a mobile MRI unit is 600 annual
procedures per day of operation per week and is based upon a daily operating efficiency
of 12 procedures per day x 50 weeks per year, multiplied by the number of days per
week that the equipment is used. The optimal efficiency of a mobile MRI unit is based
upon the number of days per week that it is in operation. For each day of operation per
week, the optimal efficiency is 480 procedures per year, or 80 percent of total capacity.

Dedicated Multi-position MRI Unit: An MRI unit that permits the patient to be
scanned In various positions, such as sitting, standing, bending, or leaning, as well as
lying down, for the purpose of providing weight-bearing scans.

Service Area: The contiguous counties or portions thereof representing a reasonable
area in which an applicant intends to provide MRI unit services and in which at least 75%
of its service recipients reside. An MRI unit should be located at a site that allows
reasonable access for residents of the service area.

Service Area Capacity: The estimate of the number of MRI units needed in a given
service area. The gstimate is based upon an optimal efficiency of 2,880 procedures per
year for a stationary MRI unit and an optimal efficiency of 480 annual procedures per day
of operation per week for a mobile MRI unit

Specialty MRI Unit: A Dedicated Breast, Extremity, or Multi-position MRI
unit. Stationary MRI Unit: A non-moveable MRI unit housed at a single

permanent location.
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Stationary MRI Unit Capacity: Total capacity of a stationary MRI unit is 3600
procedures per year and is based upon a daily operating efficiency of 1.20 procedures per
hour, 12 hours per day x 5 days a week x 50 weeks of operation per year. The optimal
efficiency for a stationary MRI unit is 80 percent of total capacity, or 2,880 procedures
per year.

19
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Standards and Criteria

1. Utilization Standards for non-Specialty MRI Units.

a. An applicant proposing a new non-Specialty stationary MRI service
should project a minimum of at least 2160 MRI procedures in the first year
of service, building to a minimum of 2520 procedures per year by the second
year of service, and building to a minimum of 2880 procedures per year
by the third year of service and for every year thereafter.

Response: Projected 4 year MRI utilization is: 2,363; 2,611; 2,885; and 3,188 (Yrs 1 —4).

b. Providers proposing a new non-Specialty mobile MRI service should
project a minimum of"at least 360 mobile MRI procedures in the first year
of service per day of operation per week, building to an annual minimum of
420 procedures per day of operation per week by the second year of
service, and building to. a minimum of 480 procedures per day of
operation per week by the third year of service and for every year

thereafter.
Response: Not applicable.

c. An exception to the standard number of procedures may occur as new
or improved technology and equipment or new diagnostic applications for
MRI units are developed. An applicant must demonstrate that the
proposed unit offers a unique and necessary technology for the provision of
health care services in the Service Area.

Response: Not applicable.

d. Mobile MRI units shall not be subject to the need standard in paragraph 1
b if fewer than 150 days of service per year are provided at a given
location. However, the applicant must demonstrate that existing services in
the applicant's Service Area are not adequate and/or that there are special
circumstances that require these additional servi?es.

]

L

Response: Not applicable.

e. Hybrid MRI Units. The HSDA may evaluate a CON application for an
MRI "hybrid" Unit (an MRI Unit that is combined/utilized with another
medical equipment such as a megavoltage radiation therapy unit or a
positron emission tomography unit) based on the primary purposes of the
Unit. ) ¢

Response: Not applicable.
@- 20
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2. Access to MRI Units. All applicants for any proposed new MRI Unit should
document that the proposed location is accessible to approximately 75% of the
Service Area's population. Applications that include non-Tennessee counties in
their proposed Service Areas should provide evidence of the number of existing
MRI units that service the non-Tennessee counties and the impact on MRI unit
utilization in the non-Tennessee counties, including the specific location of those
units located in the non-Tennessee counties, their utilization rates, and their capacity
(if that data are available).

Response: Based on an internal zip code patient analysis at Regional One Health,
approximately 80% of the Hospital’s patients requiring outpatient diagnostic services
reside within a 20 minute drive of the ODC location. Further, the location of this new
ODC will be much closer and more accessible for those patients who reside in the
southern and southeastern portion of our service area.

3. Economic Efficiencies. All applicants for any proposed new MRI Unit should
document that alternate shared services and lower cost technology applications
have been investigated and found less advantageous in terms of accessibility,
availability, continuity, cost, and quality of care.

Response: The Applicant has researched available technology and has decided that the
Optima MR 450w MRI has features most desirable for our particular ODC, including but not
limited to high resolution and high signal-to-noise ratio images in short exam times. Please
see Attachment B.ILE. 1.

4. Need Standard for non-Specialty MRI Units.

A need likely exists for one additional non-Specialty MRI unit in a Service Area
when the combined average utilization of existing MRI service providers is at or
above 80% of the total capacity of 3600 procedures, or 2880 procedures, during the
most recent twelvemonth period reflected in the provider medical equipment
report maintained by the HSDA. The total capacity per MRI unit is based upon
the following formula:

Stationary MRI Units: 1.20 procedures per hour x twelve hours per day x 5
days per week x 50 weeks per year = 3,600 procedures per year

Mobile MRI Units: Twelve (12) procedures per day x days per week in operation
x 50 weeks per year. For each day of operation per week, the optimal
efficiency is 480 procedures per year, or 80 percent of the total capacity of 600
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procedures per year.

Response: The 2012 MRI utilization data shows that existing MRI units are operating at

: 0 Q . 1
approximately 99% of the 2,880 standard. However, two units (LeBonheur and St. Jude)

are specialty units, and if those units are taken out of consideration, the percentage of MRI
Standard would increase to 2,892 procedures per unit.

5. Need Standards for Specialty MRE Units.

a. Dedicated fixed or mobile Breast MRI Unit. An applicant proposing to
acquire a dedicated fixed or mobile breast MRI unit shall not receive a CON
to use the MRI unit for hon-dedicated purposes and shall demonstrate that
annual utilization of the proposed MRI unit in the third year of operation
is projected to be at least 1,600 MRI procedures (.80 -times the total
capacity of 1 procedure per hour times 40 hours per week times 50 weeks per
year), and that:

1. It has an existing and ongoing working relationship with a breast-
imaging radiclogist or radiology proactive group that has experience
interpreting breast images provided by mammography, ultraseund, znd
MM unit equipment, and that is trained to interpret images produced
by an MRI unit configured exclusively for mammographic studies;

2. Its existing mammography equipment, breast ultrasound equipment, and
the proposed dedicated breast MRI unit are in compliance with the
federal Mammography Quality Standards Act;

3. Itispart of or has a formal affiliation with an existing healthcare system
that provides comprehensive cancer care, including radiation oncology,
medical oncology, surgical oncology and an established breast cancer

.. treatment program that is based in the propesed service area.

I3 by
4. It has an existing relationship with an established collaborative team for
the treatment of breast cancer that includes radiologists, pathologists,

radiation oncologists, hematologist/oncologists, surgeons,
obstetricians/gynecologists, and primary care previders.

Response: Not applicable.
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b. Dedicated fixed or mobile Extremity MR1 Unit. An applicant proposing to
institute a Dedicated fixed or mobile Extremity MR1 Unit shall
provide documentation of the total capacity of the proposed MR1 Unit
based on the number of days of operation each week, the number of days to
be operated each year, the number of hours to be operated each day, and
the average number of MR1 procedures the unit is capable of performing
each hour. The applicant shall then demonstrate that annual utilization of
the proposed MRI Unit in the third year of operation is reasonably
projected to be at least 80 per cent of the total capacity. Non-specialty MRI
procedures shall not be performed on a Dedicated fixed or mobile
Extremity MRI Unit and a CON granted for this use should so state on its
face.

Response: Not applicable.

c. Dedicated fixed or mobile Multi-position MRI Unit. An applicant proposing
to institute a Dedicated fixed or mobile Multi-position MRI Unit shall
provide documentation of the total capacity of the proposed MRI Unit
based on the number of days of operation each week, the number of days to
be operated each year, the number of hours to be operated each day, and
the average number of MRI procedures the unit is capable of performing
each hour. The applicant shall then demonstrate that annual utilization of
the proposed MRI Unit in the third year of operation is reasonably
projected to be at least 80 per cent of the total capacity. Non-specialty MRI
procedures shall not be performed on a Dedicated fixed or mobile Multi-
position MRI Unit and a CON granted for this use should so state on its
face.

Response: Not applicable.

0.

Separate Inventories for Specialty MRI Units and non-Specialty MRI Units. If data

availability permits, Breast, Extremity, and Multi-position MRI Units shall not
be counted in the inventory of non-Specialty fixed or mobile MRI Units, and an
inventory for each category of Specialty MRI Unit shall be counted and
maintained separately. None of the Specialty MRI Units may be replaced with
non-Specialty MRI fixed or mobile MRI Units and a Certificate of Need granted

" for any of these Specialty MRI Units shall have included on its face a statement to

that effect. A non-Specialty fixed or mobile MRI Unit for which a CON is granted
for Specialty MRI Unit purpose use-only shall be counted in the specific Specialty
MRI Unit inventory and shall also have stated on the face of its Certificate of
Need that it may not be used for non-Specialty MRI purposes.
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Response: Not applicable.

7. Patient Safety and Quality of Care. The applicant shall provide evidence that

any proposed MRI Unit is safe and effective for its proposed use.

a.

The United States Food and Drug Administration (FDA) must certify the

proposed MRI Unit for clinical use.

Response: The MRI is FDA approved. Please see Attachment B.ILE. 1.

b.

The applicant should demonstratc that the proposed MRI Procedures will be
offered in a physical environment that conforms to applicable federal
standards,  manufacturer's  specifications, and licensing agencies'
requirements.

Response: The MRI procedures will be offered in a physical environment that
conforms to applicable federal standards, manufacturer’s specifications, and licensing
agencies’ requirements.

C.

Response:

The applicant should demonstrate how emergencies within the MRI Unit
facility will be managed in conformity with accepted medical practice.

The Applicant’s Owner (Regional One Health) has protocols in place to ensure

emergencies will be managed in conformity with accepted medical practice. These protocols
will be replicated in the ODC.

d.

Response:

The applicant should establish protocols that assure that all MRI
Procedures performed are medically necessary and will not unnecessarily
duplicate other services.

The Applicant’s Owner (Regional One Health) has protocols-in place to ensure

that all clinical procedures performed are medically necessary and will not unnecessarily
duplicate other services. These protocols will be replicated in the ODC.,

An applicant proposing to acquire any MRI Unit or institute any MRI
service, including Dedicated Breast and Extremity MRI Units, shall
demonstrate that it meets or is prepared to meet the staffing recommendations and
requirements set forth by the American College of Radiology, including staff
education and training programs.
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Response: The Applicant will meet such staffing recommendations and requirements.

f. All applicants shall commit to obtain accreditation from the Joint Commission,
the American College of Radiology, or a comparable accreditation authority
for MRI within two years following operation of the proposed MRI Unit.

Response: The Applicant plans to file for ACR accreditation.

g. All applicants should seek and document emergency transfer agreements with
local area hospitals, as appropriate. An applicant's arrangements with its
physician medical director must specify that said physician be an active member
of the subject transfer agreement hospital medical staff.

Response: The Applicant’s Owner (Regional One Health) has such agreements, and the
same agreements will be pursued and implemented by the Applicant.

8. The applicant should provide assurances that it will submit data in a timely fashion
as requested by the HSDA to maintain the HSDA Equipment Registry.

Response: The Applicant will provide all data contemplated by this question.

9. In light of Rule 0720-11.01, which lists the factors concerning need on which
an application may be evaluated, and Principle No. 2 in the State Health Plan, "Every
citizen should have reasonable access to health care," the HSDA may decide to
give special consideration to an applicant:

a. Who is offering the service in a medically underserved area as designated by
the United States Health Resources and Services Administration;

Response: Regional One Health accepts all patients who present for care, irrespective of
their ability to pay, as will the Applicant.

In addition, according to the U.S. Department of Health and Human Services, there are 58
Medically Underserved Area tracts in Shelby County. In addition, the same source shows that

there are 113 census tracts that are Health Professional Shortage Areas. See Attachment
C.Need 4.B.

Further, charts provided in the application show that Shelby County has a high percentage of
racial minorities, and both per capita income and average household income for Shelby
County compare favorably with both Tennessee and the nation. Regional One Health accepts
all patients who present for care, irrespective of their ability to pay, as will the Applicant. The
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approval of this project will only enhance the care delivered to all patients at Regional One
Health and through its subsidiary, including minorities and low income patients.

b. Who is a "safety net hospital" or a "children's hospital" as defined by the Bureau
of TennCare Essential Access Hospital payment program; or

Response: Not applicable.

c. Who provides a written commitment of intention to contract with at least
one TennCare MCO and, if providing adult services, to participate in the
Medicare program; or

Response: Regional One Health has TennCare contracts with UHC/Americhoice, Blue Care
and TennCare Select. The Applicant, as a wholly-owned subsidiary, will pursue the same
contracts.

The Applicant will contract with any new MCOs that provide services in the area.

Attachment A.13 shows the grand divisions of the State of Tennessee, by MCO coverage.

d. Who is proposing to use the MRI1 unit for patients that typically require
longer preparation and scanning times (e.g., pediatric, special needs, sedated,
and contrast agent use patients). The applicant shall provide in its
application information supporting the additional time required per scan and
the impact on the need standard.

Response: Not applicable.
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Rationale for Revised and Updated Standards and Criteria for Magnetic
Resonance Imaging Services

Definitions

Specialty MRI Units. The Office of Health Planning recognizes that certain MR1
Units dedicated for breast, extremity, and multi-position purposes do not reach the level
of utilization that standard MRI Units do. Consequently, definitions for these Specialty
Units have been created and specific standards for each have been developed.

MRI Procedure. To provide for uniform procedure reporting, the Health Services
and Development Agency is responsible for setting CPT code reporting requirements
consistent with the definition of MRI Procedure. Research CPT codes are excluded from
capacity and need calculations.

Capacity. The Office solicited operating schedule information from owners/operators of
MRI Units. From this information, while total capacity of a non-Specialty MRI
Unit could conceivably be based on an operating schedule of 24 hours per day, 7 days
per week, usual practice does not cover such extended hours of operation. It appears that
physician offices and outpatient diagnostic centers more usually operate their MRI Units
Monday-Friday; inpatient facilities typically operate Monday-Friday, with the potential to
operate on Saturdays as needed. There are exceptions, however, with both outpatient and
inpatient MRI Units operating more than five days a week. Hours of operation vary and
seem to not be dependent upon outpatient or inpatient use, usually from 12 to 16 hours per
day. Utilization and operating practices can and do vary widely.

Additionally, from the information received, the length of time per scan varies depending
on a variety of circumstances, including protocols in place, whether a patient is sedated
or needs longer time to be placed in the unit, whether the scan is with or without
contrast, etc. A scan may take as little as 30 minutes or as long as 80 (or more) minutes.
Typically, due to sedation and/or contrast requirements, an inpatient facility will take
longer to perform its scans. However, Tennessee does not collect sufficient data on these
scans in order to develop a total capacity formula based on them.

We are basing a total non-Specialty MR1 unit capacity number on the performance of 1.20
scans per hour, Monday through Friday utilization, 12 hours a day, 50 weeks a year, for a
total capacity number of 3,600. Using an 80% optimal efficiency number, we arrive at
2,880 as the number of scans a year that a typical stationary non-Specialty MRI Unit
should be able to perform.
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Standards and Criteria Regarding Certificate of Need Applications for

Magnetic Resonance Imaging Services

1.

Exceptions to Utilization Standards: Exceptions to the standard number of
procedures has been retained for new or improved technology and diagnostic
applications, and for mobile MR1 Units in operation fewer than 150 days of service
per year. Applications for hybrid MRI Units (e.g., MRI Units combined with PET
Units or MRT Units) may be assessed under the primary use of the hybrid unit.

Other Access Issues: The provision of health care doesn't recognize state
boundaries. Accordingly, applicants may include non-Tennessee counties in
proposed service areas if that data are available.

Economic Efficiencies: To support the goal of reducing health care costs,
applicants should document that other options have been investigated and found
less advantageous.

Specialty MRI Units Standards: Dedicated Breast MRI Units have a proposed
total capacity estimate of 2,000 procedures per year. Dedicated Extremity and
Dedicated Multi-position MRI Units do not have a defined estimate; an applicant
must demonstrate total capacity as well as its estimated annual utilization that, by
the third year, will be at least 80% of total capacity.

Inventories: ~ Given that there are proposed different standards for Specialty and
non-Specialty MRI Units, separate inventories should be maintained.
Additionally, a CON granted for the institution of a Specialty MRI Unit should not
be permitted to be used for non-Specialty MRI purposes; it is recommended that any
CON granted for Specialty MRI purposes so state on its face.

Quality of Care: Specific staffing, training, and education standards are included to
help ensure patient safety and quality of care provided.
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OUTPATIENT DIAGNOSTIC CENTERS

1. The need for outpatient diagnostic services shall be determined on a county by
county basis (with data presented for contiguous counties for comparative purposes)
and should be projected four years into the future using available population
figures.

Response: The Applicant’s primary service area is Shelby County. Approximately 88.5% of
the Applicant’s Owner’s patients who originate in Tennessee are from Shelby County, according
to recent JAR data. For example, Regional One Health provided 68,095 inpatient days to
Tennessee residents in 2011, with 60,247 originating from Shelby County. With that said, the
Applicant also provided care to patients from 31 total counties in Tennessee in 2011, and patients
from at least 10 other states came to the Applicant for care in 2011. In addition to the 68,095
patient days provided to Tennessee residents, 22,677 inpatient days were provided to residents of
other states, bringing the total inpatient days to 90,772. While this data emphasizes the
“regional” nature of the Applicant’s service area, for Tennessee purposes, Shelby County is
primary service area of Regional One Health. As a wholly-owned subsidiary, the Applicant’s
service area will surely mimic that of the hospital.

2. Approval of additional outpatient diagnostic services will be made only when it is
demonstrated that existing services in the applicant’s geographical service area are
not adequate and/or there are special circumstances that require additional services.

Response: The Hospital provides all of the stated services at its facility on Jefferson Avenue in
downtown Memphis. However, such diagnostic services are over-utilized at the Hospital due to
a combination of factors, including inpatient use, emergency patient use, and the fact that the
Hospital operates the third most active Trauma Center in the United States. Due to the high
demand at the Hospital, the scheduling of diagnostic services — especially elective services —
result in long wait times for patients and providers alike. The Applicant projects future
need/demand for diagnostic services at the same rate utilization of these serviees have increased
at the Hospital. Therefore, additional diagnostic services are needed, and it was deemed prudent
to open up an ODC in a more convenient location for outpatients. The Hospital already has the
MOB under lease, and sufficient space is available on the first floor of that building for the ODC.

3. Any special needs and circumstances:

a. The needs of both medical and outpatient diagnostic facilities and services
must be analyzed.

Response: Please note response to #2 above. In addition, according to the U.S. Department of
Health and Human Sérvices, there are 58 Medically Underserved Area tracts in Shelby County.
In addition, the same source shows that there are 113 census tracts that are Health Professional
Shortage Areas. See Attachment C.Need.4.B.
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Further, charts provided in the application show that Shelby County has a high percentage of
racial minorities, and both per capita income and average household income for Shelby County
compare favorably with both Tennessee and the nation. Regional One Health accepts all patients
who present for care, irrespective of their ability to pay, as will the Applicant. The approval of
this project will only enhance the care delivered to all patients at Regional One Health and
through its subsidiary; including minorities and low income patients.

b. Other special needs and circumstances, which might be pertinent, must be
analyzed.

Response: Please note response to #2 above. In addition, according to the U.S. Department of
Health and Human Services, there are 58 Medically Underserved Area tracts in Shelby County.
In addition, the same source shows that there are 113 census tracts that are Health Professional
Shortage Areas. See Attachment C.Need.4.B.

Further, charts provided in the application show that Shelby County has a high percentage of
racial minorities, and both per capita income and average household income for Shelby County
compare favorably with both Tennessee and the nation. Regional One Health accepts all patients
who present for care, irrespective of their ability to pay, as will the Applicant. The approval of
this project will only enhance the care delivered to all patients at Regional One Health and
through its subsidiary, including minorities and low income patients.

c. The applicant must provide evidence that the proposed diagnostic outpatient
services will meet the needs of the potential clientele to be served.

1. The applicant must demonstrate how emergencies within the
outpatient diagnostic facility will be managed in conformity with
accepted medical practice.

Response:  The Applicant’s Owner (Regional One Health) has protocols in place to ensure
emergencies will be managed in conformity with accepted medical practice. These protocols
will be replicated in the ODC.

2s The applicant must establish protocols that will assure that all clinical
procedures performed are medically necessary and will not
unnecessarily duplicate other services.

Response: ~ The Applicant’s Owner (Regional One Health) has protocols in place to ensure
that all clinical procedures performed are medically necessary and will not unnecessarily
duplicate other services. These protocols will be replicated in the ODC.
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Stale & County QuickFacts
Shelby County, Tennessee
Shelhy
People QuickFacts County Tennessee
Population, 2011 eslimale 935,088 6,403,353
Population, 2010 (Apri-l' 1) estimates base ' 927,644 6,346,110
—lsa}al-.:lalion. perce_n-l. cr;;nge,'Abrf! 1, 2010 to July 1, 2011 0.8% ) o_g%
Population, 2010 927,644 6,348,105
Persons under 5 yearé. percent, 2011 7.2% 6.3%
Parsons under 18 years, percent, 2011 26.1% 23.3%
Persons 65 years and over, percenl, 2011 104% 13.7%
Fernale persons, percenl, 2011 52,3% 51.3%
While persons, percent, 2011 (a) 43.6% 79.5%
Black persons, percm:n,-ZDﬁ (a) 52,3;’/, 16.9‘7;
American Indian angd Alaska Native persons, percent, 2011
(@) . 0.4% 0.4% "
Asian persons, parcent, 2014 (-ﬁ'] 23% 1.5% :
Naii;/.e H-a.\-lva.iian_;n.d. -E.Jiiner Pz;cifi.t-:-lslander. persons, B
percent, 2011 (a) 0.1% 0.1%
" Persons reporting two or more races, percent, 2011 1.3% 1.6%
Persons of Hispanic or Lalino Origin, percent, 2011 (b} 5.8% 4.7%
Wiite persons rol Hispanic, perceni, 2011 ’ 38.6% 75.4%
Living in same house 1 year & over, 2006-2010 81.6% 83.8%
FBreign born persons, percent, 2006-2010 6.0% 4.4%
Language other than Eﬁglish spoken al home, pct age 5+,
2006-2010 8.5% 6.2%
“High school graduates, peroent of persons age 25+, 2006-
2010 84.9% 82.5%
* Bachelor's degree or higher, pet of persons age 25+, 2006-
2010 , 27.8% 22.7%
Velerans, 2006-2010 ] . ‘62,302 505,746
Mean trave! time to work (minutes), workers age 16+, 2006
-2010 22.4 23.9
Housing units, 2010 398,274 2,812,133
“Homeownership rate, 2006-2010 61.7% 69.6%
Housing units in multi-unit structures, percent, 2006-2010 27.6% 18.1%
Median value of owner-occupied housing units, 2006-2010 $135,300 $134,100
Househalds, 2006-2010 340,443 2443475
Persons per househoid, 2006-2010 2.65 2,49
“Perca piia mcin'é';r' income in_p;;t_TZ months (2016 doliérs) - -
2006-2010 §25,002 $23,722
Median household income 2006-2010 o 44705  $43,314
Persons below poverty level, percenl, 2006-2010 19.7% 16.5%
i b Shelby
Business GQuickFacts . Counly Tennessee
Private nonfarm establishments, 2009 20,262 132,901"
Private nonfarm employmenl, 2009 428357 2,317,986"
Privale nonfarm employmenl, percemt change 2000-2009 ~10.3% -3.0%"
Nonemployer.establishmenls, 2003 70,282 448 516
Total number of firms, 2007 76,350 545,348
Black-ownied firms, percent, 2007 30.9% 9.4%
- Arﬁerican Indian- é;d Alaska Native-owned firms, percent, o o
2007 0.3% 0.5%
Asian-owned firms, percent, 2007 3.4%. 20%
Native Hawaiian and Other Pacific {slander-ownead firms,
percent, 2007 0.1% 0.1%
Hispanic-owned firms, percent, 2007 1.7% 1.6%
\Women-owned firms, percent, 2007 30.8% 25.9%
“Manufacturers shipments, 2007 (S1000) T 17.060681 140.447.760

http://quickfacts.census. govl./qfd/states/47/471 57.html ' ‘ 8/1/2012



Shelby County QuickFacts from the US Census Bureau

Merchanl wholesaler sales, 2007 (31000)
Relail saies, 2007 ($1000)
Retail sales per capita, 2007

Accommodation and food services sales, 2007 ($1000})

Butlding permits, 20114
Federal spending, 2010

Geography QuickFacts

109

29,535,012 80,116,528
11,932,883 77,547,231
§12.971 $12,563
1,787,954 10,626,759

1,400 14,87
10,393,200 68,865,540°
Shelby

Counly Tennessee

Land area in square miles, 2010

Persons per squére mile, 2010

FIPS Code '

Melropolitan ar Micropolitan Stalistical Area

1: Incluges data nol distributed by county.

(a) Includes persons reparfing only one race.
luded in

763.17 41,234.80

1,215.5 153.9

157 47
Memphis,
TN-MS-AR
Melro Area

{b) Hispanics may be of any race, so also are

¢ of

D: Supp: 1o avold
F: Fewer than 100 firms
FN: Foolnole on this ilem for this area in place of data
NA: Mol avallable

S: Suppressed; does nol meel publicalion slandards
X: Nat applicable

2Z: Value grealsr-than 2670 bul less than half unll of méasure shown

Source U5, Canyus Hiresu: Slate and Gourty GulckFocls, Data derived from P
Cenzus of Papulatinn and Housing, Slale and County Housing Unil Counly
Ecnnomin Conuus, Sunvey of Business Owmets, Bullding Pormits, Consolideled Federal Funds Reporl

Lasl Rovisad: Thusday, 07-4un-2012 1340035 EOT

Pallermns, b

http:/quickfacts.census.gov/qfd/ states/A7/47157 html

Page20f2

8/1/2012



Tennessee QuickFacts from the Us Census Bureau rPage 1ot

110
Staie & County QuickFacis .
Tennessee
People QuickFacts Tennessée USA
Populauon 2011 estimata 6,403,353 311,581,817
Population, 2010 6,346,105 308,745,538
Population, percent change, 2000 1o 2010 11.5% 8.7%
Population, 2000 5,680,283 281,421,906
Persons under 5 years, percent, 2010 - 6.4% 6.5%
Persons under 18 years, percent, 2010 23.6% 24.0%
Persons 65 years and over, percent, 2010 13.4% 13.0%
Female persons, percent, 2010 51.3% 50.8%
- White persons, percent, 2010 (a) - - b 4 77:6% .72.4%
Black persons, percent 2010 (a) 16.7% 12.6%
American Indian and Alaska Native persons, percent, 2010
(a) 0.3% 0.9%
Asian persons, percent, 2010 (a) 1.4% 4.8%
Native Hawaiian and Other Pacific Islander, percent, 2010 -
(a) 0.1%  02%
Persons reporting two or more races, percent, 2010 1.7% 2.9%
Persons of Hlspantc or Latino ongm percent 2010 {b) 4. 6% o 163%
White persons not H|spamc percent 2010 S 75 6%_ . 637%
Living in same house 1 year 8 over, 2006- 2010 83.8% 84, 2%
Forelgn born persons percent 2006-2010 S 44% - ."-12 7%
Language otherthan Englxsh spoken at hoime, pct age 5+,
2006-2010 6.2% 20.1%
- Hagh school araduate_e percent of persons age 26+, 2006-
2010 82.5% 85.0%:
Bachelor's degree ot higher, pct of persons age 25+, 2006-
2010 22.7% 27.9%
Veterans, 2006-2010 505,746 22,652,406
IMean travel time to work (minutes), workers age 16+, 2006
-2010 239 25.2
HOUS!HQ units, 2010 2,812,133 131,704,730
Homeownershlp rate 2005 2010 - 69.6% 66.6%
Housing units in multi-unit structures, percent, 2006-2010 18.1% 25.9%
Median value of owner-occupied housing units, 2006-2010 $134,100  $188,400
Households, 2006-201¢ 2,443,475 114,235,086
Persons per household, 2008-2010 2.49 2.59
Per capita money incame in past 12 months (2010 dollars)
2006-2010 $23,722 $27,334
Median household income 2006-2010 $43,314  §$51,814
Persons below poverty Ievel perr‘ent 2008-201 O o 16.5% 13.8%
Business QuickFacts Tennessee USA
Private nonfarm establishments, 2005 132,901" 7,433,465
Private nonfarm employment, 2008 23179867 114,509,626

http://ﬁuickfacts' .census.gov/qfd/states/47000.html ' ' 6/20/2012



L'ennessee (Juicklacts from the Us Census Bureau

111
Private nonfarm employment, parcent change 2000-
2008 -3.0%" 0.4%
Nonemployer establishments, 2009 448,516 21,090,781
Total number of firme, 2007 545348 27,092,908
Black-owned firms, percent, 2007 8.4% 7.1%
American Indian- and Alaska Native-owned firms,
percent, 2007 0.5% 0.9%
Asian-owned firms, percent, 2007 2.0% 5.7%
Native Hawaiian and Other Pacific |slander-owned firms,
percent, 2007 0.1% 0.1%
Hispanic-owned firms, percent, 2067 1.6% 8.3%
Women-owned firms, percent, 2007. . 25.9% 28.8%
Manufacturers shipments, 2007 ($1000} 140,447,760 5,338,308,501
Merchant wholesaler sales, 2007 ($1000) 80,116,528 4,174_286,5176
Retail sales, 2007 ($1000) 77,547,291 3,917,663,456
Retail sales per capita, 2007 ' | §12,563  §12,890
Accommodation and food services-sales, 2007-($1000)- 10,626,7_55 613,795,732 . '
Building permits, 2010 16,475 .?\95191:9
Federal spending, 2008  65,525,306" 3,175,336,050°
Geography QuickFacts Tennessee USA
Land area in square miles, 2010 41,234.90 3,531,805.43
Persons per square mite, 2010 153.9 87.4
FIPS Code 47

1: Includes data not distribuled by county.
2: Includes data not distributed by state.

Population estimates for counties will be avaliable in April, 2012 and for cilies in June, 2012.

(a) Includes persons reporting only one race.
(b) Hispanics may be of any race, so also afe included in applicable race categories.

D: Suppressed o avoid disciosure of confidential information

F: Fewer than 100 firms ’

FN: Foolnole on this item for this area in place of data

NA: Not avallable

S: Suppressed; does not meet publication slandards

X: Not applicable '

Z: Valus greater than zero but less than half unii of measure showii

Soiurce 1.8, Census Bureau: State and Counly QuickFacts. Data derived from Population Estimales, A

merican Community Survey,

Census of Population and Houslng, State and County Housing Unlt Estimates, County Business Patterns, Nonemployer Statistics,

Economic Gehsiis, Survey of Business Owners, Bullding Permits, Consolldated Federal Funds Report
Last Revised: Tuesday, 17-Jan-2012 16:41:36 EST

http://quickfacts.census.gov/qfd/states/ 47000.htmil

6/20/2012



Find Shortage Areas: MUA/P by State and Couinirz Page 1 of 1
Attachment C.Need.4.B

[ Home Gel Hestih Care 158 & Seliziarsiips Dats 8 Statisiics Pubtic Abgidl HRSA _|
it 1 ;. - o BN A S By ) .
Find Shortage Areas: MUA/M by State and County
Shortage 7 [criteria:
Deslgnation State) Tannessae
Homie County: Shelby County
GhI [[v 53
Find i
Shortage
Areas Results: 58 records found.
HPSA & L Haine T woe ] Type [-_Score | Date | Updale Date ]
MUAP by ‘Shelby County
Address lsnom finrvles Aroa 3249 MUA S650]  199d/072
_ = Sl GT Uz01.00 = "
HPSA by CY 020210
State & CT 0205.12 |
S halby Sorvicy Ataa 3250 UA 61.0() 1884107712
Lounly CT 0216.20 P
HPSA |_£T0219.00
. T CT0220.10
Eligible: for [ Crozan
the | _CT 022022
Medicare |_€T o211
Physiclat TR
Roems i | C1022210
oo | CTosza20
b ) [ CT0225.10
== |_Cio223.21
_Cr0223.30
CT 0224.10
| Cf 022421
|Nw Memphls Sarvice Aroa o7a69___|MUA 3 56.001 __2005/04/06
|_CT 0002.00 R
| CT0003.00
CT 0004.00
CT 0005.00
CT 000600
|_CT ooo7.00
|__CT 0008.00
€1 0005.00
|__CT bainiin
~ T 0011.00 !

| Ci
C
[9)
C
T
C
C 5
C
C A
CT 616220
C7 010300
|~ CT 020521
CT 0205 22 -
i
Ask D i | Viewsars & Plavars j Privacy Policy ! Discla { Accessihility Frendon: of Information Acl | DSA.gov [ WhileHosuse.nau | Reeovary.nqy |

http://muaﬁnd.hrsa.l gov/index.aspx 6/20/2012



Find Shortage Areas: HPSA by State & Countyl 13 Page L ot 2

fiHeaith Reso

Data & Statietics Byibi

| tame Get Health Care  Branis Loans B Schelsrs o Healin About HRSA

Find Shortage Areas: HPSA by 8tate & County

Shorlage Criteria:
Designation State: Tennesses . Pri i
Hm“% County: Shelby County nDﬁlsthR!T;. Primary Medical Care
______ i Al Status: Designaled
Find Datn of Last Updale: All Dales ype: Al ?
Shartage HPSA Score (lawer timit): 0
gieds Resdults: 113 records found.
HPSA & |Satelfite siles of Comprehensive Health Centers automalically sssums the HESA seoro of the affifinled granteo. They are not listed separaloly. |
MUA/P by i TiP5A R T [0 I Type 1 FTE | FShon | Geomw
Addross 157 - Shelby Counly
HPSA | [Caw Tncoma - N, Momphic-Fraysor (479354705 Fopulalion G F I M 15
Eligible C.T_ 00620 Conss Tracl
igible for ET foanod Canbies Tract
the G T. 0004,00 Cunsus Tracl
Medicare G.T, 0004.00 ‘ Census Tracl
Physiclar G.T0006.00 Congus Tracl
Bonus LT, 0007.00 Censun Tract
: . .7, 0003.00 Consus Tracl
_Paymem €T, 0006,00 Cansus Traol
i e tb i o G7 001000 Census Tracl
MU/\/P‘ by T 003100 Cansus Trat!
Stale & Y. 001200 Cnsus 1 el
Gounty 1. 001300 Coftaus 1 1sot
C.T.0014.00 = Ceneus Traol
CT 0016.00 Census Tract
C.T. 001700 Census Trcl
C.T. 018,00 ; Cansus Trodl
C.T_0019.00 Gansus Tragt
(.T. 0020.00 Crnaus Treal
C.1.0021.00 Consus Tmaot
LT 002200 ‘Congus Treol
G0 02300 Canaus Tracl
C.T. 0024.00 2 Cansus Trscl
C.T. 0025.00 Conaus Trsch
C.T. 027,00 Cenzus Tracl
5T Q02000 Congus T @0l
: Census | mol
Cansus Tract
Canisus Tract
Cengin Tracl
CT. (o900 Census Tracl
G T D100.00 Cansies Tract
CT.A101.10 Cengus Troc|
C.T. 0101 Cenaws Traol
C.T. 010210 Lanaus Tract
Canmus 17@et
O Trac)
Census Tract
Cennus i-‘ad
3 Centuy Trac
C.T_0205,27 Centus Tmet
EW pconie » Soulliwast Memphis 1479004707 Papulation Growp an ] 8
C.F_0037,00 Cansus Trac!
C.T. (03800 Cansus Tract
035,00 Constn Tract
I 0040.00 Census Tracl
4 . 004100 Cenisun Trasl
044,00 Cangus Trocl
. D045,00 Census Truel
. D0aE.00 Conzun Tracl
. DO4Y.00 Canyis Tract
_O0AB.00 . Cense Trant
G.T_00da.00 Cenzus Timcl
L. 7. 005000 Cengus Tradl
C.T. 0051.00 Cansus Tract
C.T_Dirss,00 Cafsus T ek
C.T_G054.00 Cengus Trach
C.T o055.60 - Cansus Tract
C.T. DOSE00 Cengus Tract
C.T_ 006700 Cansus Tracl
C.T. BOS6.00 Censis Tracl ==
G T_0063.00 Cansus Trael
C.T. 008000 Consws Tl
C.7. (061.60 Cansus Tracl
C.1 006200 Cansus Trank
C.T. (RGE00 Consus Tracl
C.T. 006400 Cansus Traot
/T DOG5.00 Cansuy Tract
C.T. OOGE.U0 Cansug Tract
.7, 0967.00 Cantuy Tract
C.7. DRGE.00 Ganzee Tzot

http://hpsafind.hrsa.gov/HPSASearch.aspx . 6/20/2012
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.7 0085.00 Cenats Tract
C.T.0070.00 Cansus Tracl
C.T.0073.00 Census Tract
G.1.0074.00 Census Tract
€.1. 007500 Cengus Tmcl
C.T. 0078.10 Gansus Tracl
C.7.0078. Census Trac!
€.1.007¢ Census Tract
C.T. 0073 Census Tract
C.T. 0DBD. Census Tract
C.T. 0081. Census Tracl
C.7.0081.20 Census Tracl
.1, 0082.00 Census Trac!
_C.T. 00B4.00 Census Tracl
C.T. 0104.10 Census Trac
C.1.0104,20 Census Tract
C.1.0105.00 Census Tracl
C.T.0106.10 Census Trac!
CT.0106.20 Census Tract
[T 0106.30 Census Tracl
C.T, 016830 Censua Tracl
C.T. 0109.00 Census Tracl
C.T. 0110.70 Census Tracl
C.1.0910.20 | Census Tracl
C.T.0217.3 Census Tract
C.T, 0220 1 Census Tracl
. C.T.0220.21 Census Teact
C.T. 0220.22 Census Tract
C.1.0221.1% Census Tracl
C.1.0221.12 Census Tracl
C.T.0232.10 Census T(scl
C.1.0222.20 Census Trac|
C. .0223 10 Census Tracl
- C.T. 022321 Census Tract
C.T. 0223.22 - Census Tract
C.T 0223.30 Census Tracl
C.T.0224.10 Census Tract
C.T, 0224 21 Census Tracl
| C.1. 022422 - Cormun Tzl
Fadoral Correctllonal nstltulion - Memphie EEEEERFEN] Corpactional Fnﬂ% [i] 1 12
Chrlst Community Haalth Sorylces, Ine. A7HIRA7H Comgrehansive Heall e [i] 17
temphis Health Cenler, Inc. 479994795 Comprehensive Health Cenler Q 17

NOTE: On Thursday November 3, 2011, the list of designaled HPSAs was updated to reflect the publication of the Federal Register Nolice

with the list of deslgnated HPSAs as of Septermber 1, 2011, HPSAS that were deslgnated after September 1, 2011 are consldsred designated

even though they are not on the federal register lisling; HPSAs that have been placed in “proposed for withdrawal” or “no new data" slatus

since September 1, 2011 wlll remain in Ihat status untll the publication of he nex! federal register nollce. If there are any quesilons about the

stalus of @ particular HPSA or area, we recomumiand that you contact the stale primary care office in your slate; a listing can be oblained al
o htlpdibhpr.hrsa.gowshorane/hpsas/orimarvearenffices. himl.

1 Yinviees & Plivers | #rvaey Falley | lacla) | ALY oo Gl Inf YD AGT | SALay | ihitetlgusn tioy, | Rogeyrnegoy |

Ak O
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Attachment C.EF.1

June 12, 2014

J. Richard Wagers, Jr.
Regional One Health Imaging, LLC
877 Jefferson Avenue
Memphis, TN 38103

Dear Mr. Wagers;

As Project Manager for the Regional One Health Imaging, LLC build-out at Kirby Center in
Mempbhis, I have reviewed the construction costs for this project, and believe that in addition to
the tenant build out allowance that-is paid by the developer, $249,000 is a sufficient estimate to
complete this project. Further, this estimate has been prepared taking into daccount that the
project will be completed to provide a physical environment compliant with all applicable
federal, state and local construction codes, standards, specifications, and requirements, and the
physical environment will conform to applicable federal standards, manufacturer’s specifications
and licensing agencies’ requirements including the 2010 AIA Guidelines for Design and
Construction of Health Care Facilities.

S.i]’l(_‘-n;l.'&f Y,

/ / / _.//j/ i_J‘.
/jV Lesoe, / A :m;pf...-a-.:\..
Warren N. Goodwin, FAIA
President & CEQ

Ce: Graham Baker

# .2y 103 Continenta! Place, Suite 100
L % Brentwood, TN 37027

W, apmproject:com

Certified Veteran Owned Small Business




116 Attachment C.EF.2

Regional One Health

June 11, 2074

Melanie Hill, Executive Director

Health Services and Development Agency
500 Deaderick Street, Suite §50
Nashville, Tennessee 37243

Re:  Regional One Health Imaging, LLC, owned by
Shelby County Health Care Corporation, d/b/a, Regional One Health

Mrs. Hill,

I am the Chief Financial Officer for Shelby County Health Care Corporation. Qur latest
financials, submitted with our Certificate of Need application, show that we have sufficient
cash reserves to fund the $817,350 indicated cash portion of the project (plus working
capital required to absorb start-up losses). While the project totals over $5.3 million, the
balance of the project cost includes eleven years of facility rent and leasing/maintenance
costs for medical equipment. :

This is to notify you that our cash reserves are both available and dedicated to this project.

Please contact me if you have any questions.

Sigcerely,
s _ |
a

. ' J’N
J. F{i}chﬂrd Wagers, Jr.
Senior Executive Vice President & CFO

regionaloneheaith.org




Attachment C.OD.1

Campbel
Clinic

June 10, 2014 ORTHOPAEDICS

Regional One Health imaging, LLC
877 Jefferson Avenue
Memphis, TN 38103

Attn: Reginald W. Coopwood, MD, President/CEQ

Dear Dr. Coopwood:

Please let this latter serve as documentation of support for expansion of imaging services for
Regional One Health to an additional location at 6555 Quince Rd., Memphis, TN.

As you know, Campbell Clinic serves as the University of Tennessee College of Medicine’s
Department of Orthopedics and train 18 full-time equivalent residents at Regional One Health.
in this capacity, we treat numerous Regional One patients in a variety of settings, inciuding its
trauma center, general inpatient units and outpatient clinics.

Given the range of imaging needs of these patients and that Regional One only has one MRI
unit located in the hospital, many of its outpatients have limited timely access to imaging
services. This access situation is further complicated because the radiology department is
difficult to find and has limited proximity to convenient parking. Lastly, the hospital’s location
near downtown Memphis limits it access to many residents of Shelby County,

As such, the addition of the imaging services at 6555 Quince Rd. will improve capacity, access
and service levels for the patients we collectively care for at Regional One Health.

Sincerely, / -~
7 _ _— /
f ,/’" 1

,,7 Fi & f 4 <
e oK) i sT22 4
(s 7 (7 A

Frederick M. Azar, M.D. Orge A Hernandez /

Chief of Staft / CH £ Executive Officey [
' o i

1400 South Germantown Pcad GCarmantawn, TN 38138

{2011 759-3100 . (901 3195 o CampbetlClinic.com
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SHELBY COUNTY HEALTH CARE CORPORATION
‘(A Component Unit of Shelby County, Tennessee)’ -

Basic Financial Statements and Schedules
June 30, 2013 and 2012.

(With Independent Auditors® Report Thereon)
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Table of Confents

Independent Auditors” Report
Basic Financial Statements:

Statements of Net Position — June 30, 2013 and 2012

Staterents of Revenues; Expenses; and-Changes in Net-Position—Years ended————--—mr

June 30, 2013 and 2012
. Statemerits of Cash Flows — Years ended June 30, 2013 and 2012
Notes to Basic Financial Statements
Schedule 1 — Combining Schedule - Statemeiits of Net Position — June 30, 2013

Schedule 2 — Combining Schedule — Statement of Revenues, Expenses, and Changes in Net
Position — Year ended June 30, 2013

Schedule 3 — Roster of Management Officials and Board Members {(Unaudited)

Page(s)

1-2

(o)
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KPNC LLP

Suite 900

50 North Front Street
Memphis, TN 38103-1194

Independent Auditors’ Report

The Board of Directors
Shelby County Health Care Corporation:

Report on the Finaucial S(atements

We have audited the accompanying statements. of net position and statements of revenues, expenses; and - - -

changes in net position and cash flows of Shelby County Health Care Corporation, a component unit of
Shelby County, Tennessee (d/b/a The Regional Medical Center at Memphis — The Med) as of and for the
years ended June 30, 2013 and 2012, and the related notes to the financial statements.

Muanagement’s Responsibility for the Financial Statements

Management is yesponsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material mi sstatement, whether due to fraud or error.

Auaditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of Ameriea and the
standards applicable to. financial audits contained in Governmment Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amouits and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In malking
those risk assessments, the auditor considers internal contro] relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
cireumstances, but not for thé purpose of expressin g an opinion on the effectiveness of the entity’s internal
control. Accopdingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements. o

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective net position of Shelby County Health Care Corporation as of June 30, 2013 and 2012, and the
respective changes in net position and cash flows for the years then ended, in accordance with
U.S. generally accepted accounting principles.

KPMG LLP is a Delaware limiled Tiability parinership,
the U.S. member firm of KPMG Inlemational Cooperative
{’KPMG Intemalional’), a Swiss enlity. .
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Other Matters

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise The Med’s basic financial statements. The supplementary information included in Schedule 1, 2,
and 3 is presented for the purpose of additional analysis and is not a required part of the basic financial
statements. Such information is the responsibility of management and were derived from and relate directly
to the underlying accounting and other records used to prepare the basic financial statements. The
information, except for the portion marked “unaudited,” on which we express no opinion, has been -
subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in all material
_1espects in relation to the basic financial statements as a whole, . s e

Management has omitted management’s discussion and analysis that accounting principles generally
accepted in.the United States of America require to be presented to supplement the basic financial
statements. Such missing information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context, Our opinion on the basic financial statements is not affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 18,
2013 on our consideration of The Med’s interna) control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements, and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Govermment Auditing Standards in counsidering The Med’s internal control over financial reporting
and compliance.

KPrics LIP

Memphis, Tennessee
October 18,2013



122

SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Statements of Net Position

June 30, 2013 and 2012

Assets

Assets:
Cash and cash equivalents
Investments

Patient accounts receivable, net of allowances for uncollectible
accounts of $102,548,000 in 2013 and $119,208,000 in 2012

Other receivables
Other current asset

_ Restricted inve_s_tments - - iR S

Capital assets, net
Total assets
Liabilities and Net Position
Liabilities:
Accounts payable
Accrued expenses and other current liabilities

Accrued professional and general liability costs
Net postemployment benefit obligation

Total liabilities

Net position:
Net investment in capital assets
Restricted for:
Capital assets
Indigent care
Unrestricted

Total net position
Comumitments and contingencies

Tota] liabilities and net position

See accompanying notes to basic financial statements,

L

&3

$

2013 2012
5,471,067 18,647,650
121 197,478 122,945,621
45,906,287 50,147,138
9,870,264 8,543,744
4,974,546 4,306,744
3,720,087 33235723
87,769,941 63,111,622
288,909,670 271,026,242
12,042,438 9,658,526
27,518,945 27,159,845
5,200,000 6,018,000
912,000 912,000
45,673,383 43,748,371
87,769,941 63,111,622
2,897,689 2,572,798
822,398 750,925
151,746,259 160,842,526
243,236,287 227,277,871

288,909,670

271,026,242
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Statements of Revenues, Expenses, and Changes in Net Position

¥y

Years ended June 30, 2013 and 2012

2013

2012

Operating revenues:
Net patient service revenue (including additional incrémental
reimbursement from various state agencies for participation
in TennCare/Medicaid programs of appraximainly
$72,928,000 in 2013 and $80,997,000 in2012) $ 303,785,730

325,541,073
10,225,345

Other revenue 17:299,369

321,085,099 .

335,766,418 _

__Total operating revenues

Operating expenses:

146,617,414

Salaries and benefits 150,862, 502
Supplies and services 70,047,247 67,116,810
Physician and plofessmna] fees 27,904,579 25,813,984
Purchased medical services 23 ,827,404 22,226,761
Plant operations 12,348,849 13,171,232
Insurance 2,011,533 2,820,277
Administrative and general 31,961,705 22,734,934
Community services 632,390 1,380,063
" Depreciation and amortization 13,000,644 11,391,621
Total operating expenses 332,596,853 313,273,096
Operating (loss) gain (11,511,754) 22,493,322

Nonoperating revenues:

Investment income 347,504 1,423,480
Appropriations from Shelby County 26.616,001 26,816,511
Other 306,665 2.662
Total nonoperating revenues 27,470,170 28,242,653
Increase in net position 15,958,416 50,735,975
Net position, beginning of year 227,271,871 176,541,896
Net position, end of year $ 236,28 227,277,871

See accompanying notes to basic financial statements.
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SHELBY COUNTY BHEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Statements of Cash Flows

Years ended June 30, 2013 and 2012

Cash flows from operating activities:
Receipts from and on behalf of patients and third-party payors
Other cash receipts
Payments to suppliers
Payments to employees and related benefits

Net cash provided by operatirig activities
Cash flows from noncapital financing activity:
T Appropriations received fiom Shelby Coutity™
Net cash provided by noncapital financing activity

Cash flows from capital and related financing activities:
Capital expenditures
Proceeds from sale of capital assets

Net cash used in capital and related financing activities

Cash flows from investing activities:
Purchases of investments
Proceeds from sale of investiments
Distributions received from joint venture
Investment income proceeds

Net cash provided by (used in) investing activities
Net decrease in cash and cash equivalents
Cash and cash eguivalents, beginning of year

Cash and cash equivalents, end of year

w

2613

2012

307,747,888

. 304,745,173

16,361,590 10,172,165
(166,237,587 (156,711,192)
(152,211.460) (143,356,032)

5,660,431 14,850,114
©26:816,001 " " 26,816,511
26,816,001 26,816,511 -
(37.669,963) (20,703,680)
40,600 18,637
(57,629,363) (20,685,043)
(236,280,471) (152,418,086)
240,307,747 101,347,058
277,065 -
(2,327,993) 1,919,634
1,976,348 (49,151,394)

(3,176,583) (28,169,812)

18,647,650 46,817,462

15,471,067 18,647,650

{(Continued)
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SHELBY COUNTY HEALTB CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Staternents of Cash Flows

Years ended June 30, 2013 and 2012

2013 2012
Reconciliation of operating (loss) gain to net cash provided by
operating activities: .. )
Operating (loss) gain $  (11,511,754) 22,493,322
Adjustment to reconcile operating (loss) gain to net cash
provided by operating activities:
Depreciation and amertization 13,000,644 - 11,391,621
Changes in operating assets and liabilities:
Patients accounts recewable net 4,240,851 (20,747,895)
o Othet receivables ; T - (1,326;520) --(156,760)
Other current assets (667,802) (520,021)
Accounts payable . - ) 2,383,912 2,806,081
Accrued expenses and other current liabilities 359,100 65,766
Accrued professional and general liability costs (818,000) (482.000)
Net cash provided by operating activities $ 5,660,431 14,850,114
Supplemental schedule of noncash investing and financing activities:
Net decrease in the fair value of invesiments 3 2,674,511 486477
Gain on capital asset disposals 29,600 2,662

See accompanying notes to basic financial statements.
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

Organization and Summary of Significant Accounting Policies

Shelby County Hezlth Care bOI‘pO]‘auOu {d/b/a The Regional Medical Center at Memphis — The Med) was
incorporated on June 15, 1981, with the approval of the Board of County Commissioners of Shelby
County, Tennessee (the County). The Med is a broad continuum healthcare provider that operates facilities

owned by the County under a long-term lease. The lease arrangement effectively provided for the transfer
of title associated with operating fixed assets and the long-term lease (for a nominal amount) of related real

property. The lease expires in 2031.

The Med is a component unit of the County as defined by Governmental Accounting Standards Board
(GASB) Statement No. 61, The Financial Reporting Entity: Omnibus — an amendment of GASB Statement
No. 14 and No. 34. The Med s component unit relationship to the Cotunty is principally due to financial
accountability and financial benefit or burden as defined in GASB Statement No. 61. The Med is operated
by a 13-member board of directors, all of whom are appointed by the Mayor of the County and approved

by the County Commission.

The Regional Medical Center at Memphis Foundation (The Med Foundafi on) is a component unit of The
Med principally due to The Med’s financial accountability and financial benefit or burden for The Med
Foundation as defined in GASB Statement No. 61. The Med Foundation is operated by a board of
directors, all of whom are appointed by The Med’s board. The Med Foundation is a blended component
unit of The Med because it provides services entirely to The Med. The Med Foundation issues separate
audited financial statements, which can be obtained by writing to The Regional Medical Center
Foundation, 877 Jefferson Avenue, Memphis, Tennessee 38103 or by calling 901-545-7482,

GASB Statement No. 34, Basic Financial Statements — and Management's Discussion and Analysis — for
State and Local Governments, requires a management’s discussion and analysis (MD&A) section
providing an analysis of The Med’s overall financial position and results of operations; however, The Med
has chosen 1o omit the MD& A from these accompanying financial statements.

The significant accounting policies used by The Med in preparing and presenting its financial statements

follow: -

(a)  Presentation
The financial statements include the accounts of The Med. All material intercompany accounts and
transactions have been eliminated.

(6)  Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires that management make estimates and assumptions affecting the reported amounts
of assets, liabilities, revenues, and expenses, as well as disclosure of contingent assets and liabilities.

Actual results could differ from those estimates.

Significant items subject to estimates and assumptions include the determination of the allowances
for contractual adjustments and uncollectible accounts, reserves for professional and general liability

7 (Continued)
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

claims, reserves for employee healthcare claims, net postretirement benefit cost and obligation, and

In addition, laws and regulations governing the Medicare, TennCare, and Medicaid programs are
extremely complex and subject to interpretation. As a result, there is at least a reasonable possibility
that recorded estimates related to these programs will change by a material amount in the near term.

Enterprise Fund Accounting. .
The Med’s financial statements are prepared using the economic resources measurement focus and
accrual basis of accounting.

Cash Equivalenis

The Med considers investments in highly liquid debt instruments purchased with an original maturity
of three months or less to be cash equivalents.

Investments and Tnvestment Income
Investments are carried at fair value, principally based on quoted market prices. Investment income
(including realized and unrealized gains and losses) from investments is reported as nonoperating

revenue.,

Inventories

Inventories, consisting principally of medical supplies and pharmaceuticals, are stated at the lower of
cost (first-in, first-out method) or replacement marlet.

Investments in Joint Ventures

Investments in joint ventures consist of The Med’s equity interests in joint ventures as measured by
its ownership interest if The Med has an ongoing financial interest in or ongoing financial
responsibility for the joint venture. The investments are initially recorded at cost and are
subsequently adjusted for additional contributions, distributions, undistributed earnings and losses,
and impairment losses. '

Capital Assels

Capital assets are recorded at cost, if purchased, or at fair value at the date of donation. Depreciation
is provided over the useful life of each class of depreciable asset using the straight-line method.
Maintenance and repairs are charged to operations. Major renewals and betterments are capitalized.
When assets are retired or otherwise disposed of, the cost and related accumulated depreciation are
removed from the accounts and the gain or loss, if any, is included in nonoperating revenues
(expenses) in the accompanying staternents of revenues, expenses, and changes in net position.

The Med capitalizes interest cost on gualified construction expendi‘iures: net of income earned on
related trusteed assets, as a component of the cost of related projects. No such interest costs were

capitalized in 2013 or 2012.

8 (Continued)



(i

@

)

128

SHELBY COUNTY HREALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

All capital assets other than land are depreciated using the following lives:

Land improvements 510 25 years
Buildings and improvements 10 to 40 years
Fixed equipment 5 to 25 years
Movable equipment 3 to 20 years
Software 3 years

Impairment of Capital Assets

Capital assets are reviewed for impairment when service utility has declined significantly. If such
assets are no longer used, they are reported at the lower of carrying value or fair value. If such assets
will continue to be used, the impairment loss is measured using the method that best reflects the
diminished service utility of the capital asset. No charge related to impairment matters was required

during 2013 or 2012.

Compensated Absences

The Med’s employees accumulate vacation, holiday, and sick leave at varying rates depending upon
years of continuous service and payroll classification, subject to maximum limitations. Upon
termination of employment, employees are paid all unused accrued vacation and holiday time at
regular rate of pay up to a designated maximum number of days. Since the employees’® vacation and
holiday time accumulates and vests, an accrual for this liability is included in accrued expenses and
other current Habilities in the accompanying statements of net positions. An accrual is recognized for

unused sick leave expected to be paid to employees eligible to retire.

Net Position

Net position of The Med is classified into the following components:

e Net investment in capital assets, consist of capital assets net of accumulated depreciation.

e Restricted include those amounts with limits on their use that are externally imposed (by
creditors, grantors, contributors, or the laws and regulations of other governments).

° Unrestricted represents remaining amounts that do not meet either of the above definitions.

When The Med has both restricted and unrestricted resources available to-finance a particular
program, it is The Med’s policy to use restricted resources before unrestricted resources.

The Med Foundation historically and to-date does not maintain donor-restricted endowment funds,
or any Board-designated endowments. The Med Foundation’s Board has interpreted Tennessee’s
State Prudent Management of Institutional Funds Act (SPMIFA) as requiring the preservation of the
fair value of the original gift as of the gift date of the donor-restricted endowment funds, absent
explicit donor stipulations to the contrary. In all material respects, income from The Med
Foundation’s donor-restricted endowment funds is itself restricted to specific donar-directed
purposes, and is, therefore, accounted for within restricted amounts until expended in accordance

9 (Continued)
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SHELEY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

with the donor's wishes. The Med Foundation oversees individual donor-restricted endowment funds
1o ensure that the fair value of the original gift is preserved. :

EhiE: 1t ule QlE0al 5l

Statement of Revenues, Expenses, and Changes in Net Position

For purposes of presentation, transactions deemed by management to be ongoing, major, or central 1o
the provision of healthcare services, other thamn financing costs, are reported as operating revenues
and operating expenses, Other transactions, such as investment income; appropriations from Shelby
Couiify; gaiii (Joss) on disposal ‘of ¢apital assets, dild equity in earnings and impairment losses of
joint ventures, are reported as nonoperating revenues and expenses.

Net Patient Service Revenue

Net patient service revenue is reported at estimated net realizable amounts from patients, third-party
payors, and othiers for services rendered, including estimated retroactive revenue adjustments due to
future audits, reviews, and investigations. Retroactive adjustments are considered in the recognition
of revenue on an estimated basis in the period the related services are rendered and such amounts are
adjusted in future periods as adjustments become khown or as years are no longer subject to such
audits, reviews, and investigations. Changes in estimates related to prior cost reporting periods
resulted in an increase in net patient service revenue of approximately $1,552,000 and $3,992,000 in

2013 and 2012, respectively.

Charity Care

The Med provides care fo patients who meet certain criteria under its charity care policy without
charge or at amounts less than its established rates. Because The Med does not pursue collection of
amounts defermined to qualify as charity care; they are not reported as revenue. -

When defining charity care, The Med employs the Federal Poverty Guideline (FPG) to determine the
level of discount uninsured patients receive. The level by which assistance is determined is through
the scale set by DHHS (Department of Health and Human Services), which includes factors such as
residents per household and income. The Med’s methodology includes all patients that fall at or
below the 150% FPG baseline. The Med does not have a cap to which patients will not qualify for a
discount. Additionally, The Med’s charity care guidelines provide for an expansive definition of
charity care patients, including an upfront discount from standard charges for uninsured patients.

Income Toxes

The Med is a not-for-profit corporation organized by the approval of the Board of County
Commissioners of the County and qualifies as a tax-exempt entity under Internal Revenue Code
(IRC) Section 501(a) as organizations described in IRC Section 501(c)(3), and therefore, related
income is generally not subject to federal or state income taxes, except for tax on income from
actjvities unrelated to its exempt purpose as described in IRC Section 512(a). Thus, no provision for
income taxes has been recorded in the accompanying financial statements.

10 (Continued)
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

Appropriations

The County has historically appropriated funds .aimually to The Med to partially offset the cost of

medical care for indigent residents of the County. Appropriations for indigent residents from the
County were approximately $26.8 million for both the years ended June 30, 2013 and 2012.
Appropriations from the County are reported as nonoperating revenue in the accompanying
statements of revenues, expenses, and changes in net position.

Recent Pronouncernents

During the year ended June 30, 2013, The Med adopted GASB Statement No. 63, Financial
Reporting of Deferred Outflows of Resources, Deferred Inﬂows of Resources, and Net Position,
(Statement No. 63), This new accounting pronouncement requires that amounts representing deferred
outflows of resources be reported in a balance sheet in a separate section following assets. Similarly,
amounts that are required to be reported as deferred inflows of resources should be reported in a
separate section following liabilities. Statement No. 63 further requires that the balance sheet report
the residual amount as “net position” rather than “net assets.” Net position represents the difference
between all other elements in a balance sheet and should be displayed in three components — “net
investment in capital assets,” “restricted,” and “unrestricted.” The adoption of Statement No. 63 did
not have a material impact on The Med’s financial statements.

During the year ended June 30, 2013, The Med adopted GASB Statement No. 62, Codification of
Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and
AICPA Pronouncements (Statemem No. 62). The primary objective of the new accounting
pronouncement is to directly incorporate the applicable provisions of FASE and Américan Institute
of Certified Public Accountants (AICPA) pronouneements issued on or before November 30, 1989
into the state and local government accounting and financial reporting standards. Statement No. 62
also eliminatés the -option provided in GASB Statement No. 20 to apply post-November 30, 1989
FASB pronouncements not in conflict with GASB pronouncements. The adoption of Statement
No. 62 did not have a material impact on The Med’s financial statements.

During the year ended June 30, 2013, The Med adopted G ASR Statement No. §1, The Financial
Reporting Entity; Omnibus — amendments of GASB Statemenis No. 14 and No. 34 (Statement
No. 61). This new accounting pronouncement modifies certain requirements for inclusion of
component units in the financial reporting entity. Statement No. 61 requires that financial benefit or
burden criteria be met for those entities that were previously included by meeting the fiscal
dependency criteria. In addition, for organizations that do not meet the financial accountability
criteria for inclusion as component units but should be included because the primary government’s
management has determined that it would be misleading to exclude them, Statement No. 61 clarifies
the manner in which such detérmination should be made and the types of relationships to be
considered. Furthermore, Statement No. 61 clarifies when component units should be blended or
presented discretely. The adoption of Statement No. 61 did not have a material impact on the Med’s

financial statements.

GASB Statement No. 65, Items Previously Reported as Assets and Liabilities (Statement No. 63),
was published in March 2012. This new pronouncement establishes accounting and financial

11 ' (Continued)
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SBELBY COUNTY HEALTH CAREI CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

Jupe 30, 2013 and 2012

reporting standards that reclassify, as deferred outflows of resources or deferred inflows of resources,
certain items that were previously reported as assets and liabilities and recognizes, as outflows or
inflows of resources, certain items that were previously reported as asses and liabilities, The
provisions of Statement No. 65 are effective for financial statements for periods beginning afier
December 15, 2012 (The Med’s fiscal year ending June 30, 2014).

(2) Deposits and Investments

‘ 2013 2012
Cash $ 15,449,393 14,534,478
Money market funds 21,674 4,113,172
$ 15,471,067 18,647,650

The Med’s and The Med Foundation’s bank balances that are considered to be exposed to custodial credit
risk at June 30, 2013 are $15,088,140. Federal deposit insurance is $250,000 on all noninterest bearing
accounts as of June 30, 2013. Federal deposit insurance is unlimited on all noninterest bearing accounts as
of June 30, 2012, therefore, there is no custodial credit risk as of June 30, 2012.

Investments and restricted investmerits include amounts held by both The Med and The Med Foundation.

The composition of investments and restricted investiments follows:

2013 2012
- U.S. agencies b 64,876,372 77,644,977
Certificates of deposit 1,132,337 710,315
Corporate bonds 33,593,663 26,054,432
Discount notes - 29,917
Demand deposit accounts and money market funds 6,192,098 19,052,649
U.S. government funds ' ' 696,264 173,931
Common stock 3,510,579 1,806,007

Bond funds'and Bond exchange-traded fund 14,327,594 -

Accrued interest 588.658 797,116
$ 124,917,565 126,269,344
12 (Continued)
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

At June 30, 2013, The Med and The Med Foundation had investments in debt securities with the following
maturities: :

Investment and restricted investraent maturities (in years)

Less than 6 months
Fair value 6 months to ] year 1-35 years 5+ years
U.S. agencies § 64,876,372 e — 6,957,190 57,919,182
Corporate bonds _ 33,593,663 1,440,126 616,649 26,579,958 4,956,930
$ 08,470,035 1,440,126 616.649 33,537,148 62,876,112

At June 30, 2012, The Med and The Med Foundation had investments in debt securities with the following
maturities: '

Investment and restricted investment maturities (in years)

less than 6 months
Fair value 6 months to 1 year 1—35years 5+ years
U.S. agencies § 77,644,977 1,241,430 51,623 41,544,954 34,806,970
Corporate bonds 26,054,432 454,424 7,522,726 14,719,643 3,357,637
Discount notes 29,917 29.917 — — —
$§ 103,729,326 11,723,771 7.574,348 56,264,599 38,164,607

At June 30, 2013, The Med Foundation had one investment totaling $696,263 in the SEI Daily Income
Trust Government Fund that represented 5% or more of total investments for The Med Foundation. The
Med as of June 30, 2013 had one investment totaling $13,351,894 in iShares Barclays Intermediate Term
Corporate Credit Fund that represented more than 5% of total itivestments. There were no investments that
represented 5% or more of total investments as of June 30, 2012,

13 (Continued)



133

SHELBY COUNTY HEALTH CARE CORPORATION
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Notes to Basic Financial Statements

June 30, 2013 and 2012

The Med and The: Med Foundation have separate investment policies that are included below. The

vug [ Svace

summary of investments throughout the financial statements include the combined investment totals of The

Med and The Med Foundation.

At June 30, 2013, The Med’s and The Med Foundation’s corporate bonds, collectively, had the following

credit ratings per Standard and Poor’s:

1CHLS ADGI00

B _ Fair value Credit rating
$ 502,061 BBB-
2,408,467 BBB
2,820,895 BBB+
14,018,451 A-
9,493,989 A
2,940,469 A+
541,102 AA-
1,068,229 AAT

59

At June 30, 2012, The Med’s and The Med Foundation’s corporate bonds; collectively, had the following

credit ratings per Standard and Poor’s:

Fair value

33,593,663

Credit rating

$ 211,857 BBB-
367,976 BBB
838,849 BBB+
16,800,217 A-
3,696,146 A
3,357,038 A+
782,249 AA+

3 26,054,432

—_——

The Med’s and The Med Foundation’s investments in discount notes at June 30, 2013 and 2012 were not
rated.

As of June 30, 2013, The Med’s investment strategy, per its investment policy, is to provide liquidity to
fund ongoing operating needs and to act as a repository for both the accumulation of cash reserves needed
to cushion economic down cycles and to provide cash earmarked for strategic needs.

The portfolio objectives of The Med, listed in order of importance, are as follows:
1. Preserve principal.

2 Maintain sufficient liquidity to meet forecasted cash needs.

14 (Continued)
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

Maintain a diversified portfolio in order to minimize credit risk.

Maximize yield subject to the above criteria.

The duration of the bond investment portfolio should not exceed 6 years.

The authorized investments are as follows:

o

Commercial Paper=-Any commercial paper issued by adomestic corporation with a maturity of 270
or less days that carries at least the second highest rating by a recognized investor service, preferably
Standard and Poor’s and Moody’s Investors Service. Commercial paper shall not represent more

than 50% of the portfolio.

U.S. Treasury Securities — U:S. Treasury notes, bills, and bonds. There is no upper limit restriction
as to the maximum dollar amount or percentage of the portfolio that may be invested in

U.S. Treasury securities.

Bank- Obligations — Any certificate of deposit, time deposit, Eurodollar CD issued by a foreign
branch of a U.S. bank, bankers’ acceptance, bank note, or letter of credit issued by a (U.S.) bank
possessing at least the second highest rating by a recognized investor services, preferably Standard
and Poor’s and Moody’s Investors Service. Bank obligations (excluding repurchase agreements,
commercial paper, and investments held by money market and mutual funds) may not represent
more than 30% of the portfolio. In addition, brokered CDs may be purchased from institutions,
irrespective of the institutions® debt ratings, so fong as the obligations are fully backed by the FDIC.

Repurchase Agreements — Any Repurchase Agreement purchased from one of the top 25 U.S. banks
or one of the primary dealers regulated by the Federal Reserve that is at least 102% collateralized by
U.S. government obligations. Repurchase Agreements may not represent more than 20% of the

portfolio.

Money Market Funds — Any open-end money market fund regulated by the U.S. government under
Investment Company Act Rule 2a-7. Any investiment fund regulated by a Registered Investment
Advisor under Rule 3¢-7; Such fund investment guidelines must state that “the fund will seek fo
maintain a $1 per share net asset value.” The Med’s investment in any one fund may not exceed 30%

of the assets of the fund into which it is invested.

United States Government Obligations — Any obligation issued or backed (federal agencies) by the
U.S. government. No more than 25% may be invested in obligations of any one federal agency.

Corporate Bonds — Obligations of United States and foreign corperations (including trusts and
municipalities of the United States) that carry at least the third highest rating by a recognized rating
service, preferably Standard & Poor’s or Moody’s Investors Service. Corporate bonds, held directly
and initially qualifying in one of the above categories, which have been downgraded below the third
highest rating, may be sold at the discretion of management. Corporate bonds may not represent
more than 40% of the portfolio, foreign corporate bonds may not represent more than 20% of the

15 (Continued)



10.

11.

1 815

SHELBY COUNTY HEALTH CARE CORPORATION
(A Coraponent Unit of Shelby County, Tennessee)

[ VP €8

Notes to Basic Financial Statements

portfoli'o.f and corporate bonds in the fourth highest rating category may not represent more than 20%
of the portfolio. ’

Bond Mutual Funds — Any publicly available investment registered under the Investment Company
Act of 1940 as on open-end mutual fund that is managing a portfolio or debt obligations. Each
mutual fund should have a minimum of $2 billion invested and hold at least 100 different debt
obligations. Bond mutual funds can only told the Authorized Investments meeting all the criteria
described. above. Additionally,. bond mutual funds can hold_corporate bonds in the fifth and sixth
highest ratings category as long as such holdings fo not exceed 10% of the portfolio. Corporate
bonds, held via bond mutual funds and initially qualifying in one of the above categories, which

have beeri downgraded below the sixth highest rating, may not exceed 2% of the portfolio.

Equity Mutual Funds — Any publicly available investment registered under the Investment Company
Act of 1940 as an open-end mutual fund that is managing a portfolio of equity securities. Each
mutual fund should have a minimum of $2 billion invested and hold at least 100 different equity
securities. Such holdings should not represent more than 20% of the portfolio, Equity Mutual Funds
can hold equity securities (including common and preferred stocks) of the 1,000 largest corporations

"~ in terms of market capitalization and inclusion in the Russell 1000 Index (representing large cap

stocks) that are traded on U.S. exchanges reporied in the Wall Street Journal.

Debt Buy Back — Any debt obligation backed directly by Regional Medical Center may be purchased
so long as it is purchased at a discount.

Notwithstanding the above criteria, direct investments other than mutual funds that meet the
following criteria are not permitted: corporations with more than 25% of revenues derived from the
manufacture and sale of firearms, ammunition, and ammunition magazines to the general citizenry.

The Finance Committee of the Board of Directors meets periodically to review assef allocation, portfolio
performance, and overall adherence to the investment policy guidelines.

As of June 30, 2013, The Med Foundation utilized one investment manager. This manager is required to
make investments in adherence to The Med Foundation’s current investment policy and objectives.

The Méd Foundation follows an investment strategy focused on maximizing total retum (i.e., aggregate
returnl from capital appreciation and dividend and interest income) while adhering to certain restrictions

designed to promote a conservative portfolio.

Specifically, the primary objective of The Med Foundation investment management strategy is to maintain
an investment portfolio designed to generate a high jevel of current income with above-average stabilify.

Guidelines for investments and cash equivalents for The Med Foundation follow:

1.

S\J‘

The Med Foundation’s assets may be invested only in investment grade bonds rated Baa or higher as
determined by Moody’s I_nvestors Service or by another acceptable rating agency.

The overall market-weighted quality rating of the bond portfolio shall be no lower than A.

16 (Continued)
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June 30, 2013 and 2012

The Med Foundation’s assets may be invested only in commercial paper rated P-2 or higher by
Moody’s Investors Service or by another acceptable rating agency.

L2

4, The market-weighted maturity of the base portfolio shall be no longer than 10 years.

Quality of the equity securities will be governed by the federal Employee Retirement and Income
Security Act, the Tennessee guidelines for investing trust funds, and the “prudent man rule.”

o

6.  Conservative option strategies may be used, with a goal of increasinig the stability of the portfolic.

The Med Foundation limits investments in common stock to 40% of its investment portfolio. The
remainder of the portfolio is to be invested in fixed income investments.

[nvestment income is comprised of the following:

2013 2012
Dividend and inferest income h 3,022,015 1,909,927
Net decrease in the fair value of investments (2.674,511) (486,447)
p 347,504 1,423,480

Busiress and Credit Concentrations

The Med grants credit to patients, substantially all of whom are local area residents. The Med generally
does not require collateral or other security in extending credit to patients; however, it routinely obtains
assignment of (or is oftherwise entitled to réceive) patients’ benefits payable under their health insurance
programs, plans, or policies (e.g., Medicare, Medicaid, Blue Cross, and cominercial insurance policies).

The mix of receivables from patients and third-party payors follows, before application of related valuation
allowances:

2013 2012
Commercial insurance 31% 40%
Patients 3 32
Medicaid/TennCare 17 12
Medicare 16 16
100% ) 100%
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Cther Receivables

The composition of other receivables follows:

2013 2012
Accounts receivable from University of Tennessee
Center for Health Services $ 1,618,058 1,508,011
. Accounts receivable from the-County _ . 49,536 84,936
Accounts receivable from the State of Tennessee 5,277,305 4 998,611
Grants receivable 291,099 294,783
Other 2,634.266 1,657,403
$ 9,870,264 8,543,744
QOther Current Assets
The composition. of other current assets follows:
2013 2012
Inventories 3 3,857.425 3,320,733
Prépaid expenses 1,117,121 086,011
$ 4,974,546 4,306,744
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(6) Capital Assets

Capital assets and related activity consist of the following:

Balances at Balances at

June 30,2012 Additions" Retirements Transfers June 30, 2013
Capital assets not being depreciated:
) Construction in progress $ 7,641,128 31,289,335 — (29,010,649) 9,919,814
Land TTTT08,955 . - — ' 75.726,371° 3,833,326
Total book value of
capital assets not
being depreciated 7,750,083 31,289,335 - (23,284.278) 15,755,140
Capital assets being depreciated:
Land improvements 6,812,481 51,970 — — 6,864,451
Buildings 65,236,701 - - — 65,236,701
Fixed equipment 110,348,027 1,441,911 — 4,185,784 115,975,722
Movable equipment 125,991,913 4,468,458 (21,797) 7,938,927 138.377,501
Software 17,730,009 418,289 (2.826) 11,159,567 29,305.039
Total book value of
capital assets being
depreciated 326.119;13] 6,380,628 (24,623) 23284278 355,759.414
Less accumulated depreciation for:
Land improvements (5,473,625) (150,374) .- —— (5,623,999)
Buildings (55,773,625) (804,888) — - (56,578,513)
Fixed equipment (90,073,720) (3,152,146} — - (93,225,866)
Movable equipment (1035,150,605) (6,823,192) 13,623 — {111,960,174)
Software (14.286,017) (2,070,044) - — . (16.336,061)
Total accumulated
depreciation (270,757,592) (13,000,644) 13,623 — (283,744,613)
Capital assets being
depreciated, net 55.361.539 (6,620.01.6) (11,000) 23,284,278 72,014,801
Capital assets, net $ 63,111,622 24,669,319 (11,000 — 87.769,541
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Balances at Balances at
July 1, 2011 Additions Retirements Transfers June 30, 2012
Capital assels not being depreciated:
Construction in progress $ 1,297,077 12,478,213 — (6,134,162) 7,641,128
Land — — — 108,955 108,953
Total book value of
capital assets not
" béing depreciatéd” T " 1,297,077 7 12478213 -— (6,025,207) 7.750,083
Capital assets being depieciated:
Land improvements 6,167,621 66,566 - 578,294 6,812,481
Buildings 65,236,701 —_ = — 65,236,701
Fixed equipment 107,454,124 1,909,677 (1,982) 986,208 110,348,027
Movable equipment 118,773,840 3,617,206 (141,092) 1,741,959 125,991,913
Software 14,379.245 632,018 — 2,718,746 17,730,009
Total book value of
capital assets being
depreciated 312,011.531 £.225.467 (143.074) 6,025.207 326,119,131
Less accumulated depreciation for: .
Land improvements (5.342,806) (130,819) - — (5,473,625)
Buildings : (54,871,455) (902,170) — - (55,773,625)
Fixed equipment (86,752,175) (3.321,810) 265 — (90.073,720)
Movable equipment (98,997,754) (6,279,705) 126,834 — (105,150,603)
Software (13,328,900) (757,117) — — (14,286,017)
Total accumulated
depreciation (259,493.070) (11,391,621) 127,099 —  (270,757.592)
Capital assets being
depreciated, net 52,518,461 (3,166,154) (15.975) 6,025,207 55,361,539
Capital assets, net $ 33,815,538 9,312,059 (15,975) — 63,111,622

Investments in Joint Ventures

The Med was a 50% owner in Memphis Managed Care Corporation (MMCC), 2 TennCare managed care
organization, with which The Med contracted to provide services to MMCC enrollees. MMCC is subject to
certain regulatory minimum capital requirements and, in that respect, The Med had guaranteed capital
deficiencies funding for MMCC up to The Med’s proportionate ownership interest in MMCC. No accrual
for this obligation was required at either June 30, 2013 or 2012. During fiscal 2008, The Med and
University of Tennessee Medical Group entered into a contract to sell the assets of MMCC to a publicly
held managed care company. The Med received cash distributions of $277,065 in fiscal 2013 from the final
liquidation of the assets of MMCC. A gain of approximately $277,000 was recognized in 2013 related to
the final liquidation of these assets. No cash disiributions were made or gains recognized in 2012.
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Accrued Expenses and Other Current Liabilities

The composition of accrued expenses and other current liabilities follows:

2013 2012

Due (o iird-paity payors $ 5,198,000 7,817,000
Compensated absences 7,202,656 6,932,972
Deferred grant revenue { — . 46,942
Accrued payroll and withholdings 6,573,249 . 8,191,931
Accrued employee healthcare claims 1,745,000 1,821,000
Current professional and general liability costs 2,300,000 2,350,000
Other 4,500,000 -

$ 27,518,945 27,159,845

Net Patient Service Revenue

The Med has agreements with governmental and other third-party payors that provide for reimbursement to
The Med at amounts different from its established rates. Contractual adjustments under third-party
réimbursement programs represent the difference between billings at established rates for services and
amounts reimbursed by third-party payors. A summary of the basis of reimbursement with major

third-party payors follows:

©

Meédicare — Substantially all acute care services rendered to Medicare program beneficiaries are paid
at prospectively determined rates. These rates vary according to patient classification systems that
are based on clinical, diagnostic, and other factors. Certain types of exempt services and other
defined payments related to Medicare beneficiaries are paid based on cost reimbursement or other
retroactive-determination methodologies. The Med is paid for retroactively determined items at
tentative rates with final settlement determined after submission of annual cost reports by The Med

and audits thereof by the Medicare fiscal intermediary.

The Med’s classification of patients under the Medicare program and the appropriateness of their
admission are subject to an independent review by a peer review organization. The Med’s Medicare
cost reports have been audited and settled by the Medicare fiscal intermediary through June 30,
2008. Revenue from the Medicare program accounted for approximately 17% and 18% of The
Med’s net patient service revenue for the years ended June 30, 2013 and 2012, respectively.

TennCare — Under the TennCare program, patients traditionally covered by the State of Tennessee
Medicaid program and certain members of the uninsured population enroll in managed care
organizations that have contracted with the State of Tennessee to ensure healthcare coverage to their
enrollees. The Med contracts with the managed care organizations to receive reimbursement for
providing services to these patients. Payment arrangements with these managed care organizations
consist primarily of prospectively determined rates per discharge, discounts from established
charges, or prospectively determined per diem rates. Revenue from the TennCare program accounted
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for approximately 27% and 24% of The Med’s net patient service revenue for the years ended
June 30, 2013 and 2012, respectively. ' '

The Med has historically received incremental reimbursement in the form of Essential Access
payments through its participation in the TennCare Program. Amounts received by The Med under
this program were approximately $66.4 million and $74.7 million in 2013 and 2012, respectively.
These amounts have been recognized as reductions in related contractual adjustments in the
accompanying_statements. of revenues, expenses, and changes in met position, There can be no
assurance that The Med will continue to qualify for future patticipation in this program or that the
program will not ultimately be discontinued or materially modified. Any material reduction in such
funds has a correspondingly material adverse effect on The Med’s operations.

Arkansas Medicaid — Substantially all inpatient and outpatient services rendered to Arkansas
Medicaid program beneficiaries are paid under prospective reimbursement methodologies
established by the State of Arkansas. Certain other reimbursement items (principally inpatient
nursery services and medical education costs) are based upon cost reimbursement methodologies.
The Med is reimbursed for cost reimbursable items at tentative rates with final settlement determined
after submission of annual cost reports by The Med and audits thereof by the Arkansas Department
of Health and Human Services (DHHS). The Med’s Arkansas Medicaid cost reports have been
audited and settled by the Arkansas DHHS through June 30, 2007. Revenue from the State of
Arkansas Medicaid program accounted for approximately 2% and 1% of The Med’s net patient
service revenue for the years ended June 30, 2013 and 2012, respectively.

The Med has historically received incremental reimbursement in the form of Upper Payment Limit
(UPL) and additional appropriation payments through its participation in the State of Arkansas
Medicaid program. The net benefit for The Med associated with this program, totaling approximately
$2.3 million and $2.8 million for the years ended June 30, 2013 and 2012, respectively, has been
recognized as a reduction in related contractual adjustments in the accompanying statements of
revenues, expenses, and changes in net position. There can be no assurance that The Med will
continue to qualify for future participation in this program or that the program will not ultimately be
discontinued or materially modified. '

Mississippi Medicaid — Inpatient and outpatient services rendered to Mississippi Medicaid program
beneficiaries are generally paid based upon prospective reimbursement methodologies established by
the State of Mississippi. Revenue from the State of Mississippi Medicaid program accounted for
approximately 3% of The Med’s pet patient service revenue for both the years ended June 30, 2013
and 2012.

The Med has historically received incremental reimbursement in the form of Upper Payment Limit
(UPL) and additional appropriation payments through its participation in the State of Mississippi
Medicaid program. The net benefit for The Med associated with this program, totaling approximately
$4.2 million and $3.5 million for the years ended June 30, 2013 and 2012, respectively, has been
recognized as a redoction in related contractual adjustments in the accompanying statements of

revenues, expenses, and changes in net position.
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e Other — The Med has also entered info payment agreements. with certain commercial insurance
carriers; health maintenance organizations, and preferred provider organizations. The reimbursement
methodologies under these agresments include prospectively determined rates per discharge, per

diem amounts, and discounts from established charges.

The composition of net patient service revenuc follows:
_ 2013 2012
$ 918,361,574 921,201,697

Gross patient service revenue

Less provision for contractual and other adjustments 565,394,523 516,648,494
Less provision for bad debts 49,181,321 79,012,130
Net patient service revenue $ 303,785,730 325,541,073

—

The composition of incremental reimbursement from various state agencies for participation in

TennCare/Medicaid programs follows:

2013 2012
TennCare Essential Access % 66,428,367 74,695,475
Arkansas UPL/Disproportionate Share 2,268,466 2,770,773
Mississippi Disproportionate Share 4,231,388 3,531,107
Total payments $ 72928221 80,997,355

The Health Information Technology for Economic and Clinical Health (HITECH) Act was enacted as part
of the American Recovery and Reinvestment Act of 2009 and signed into law in February 2009. In the
context of the HITECH Act, The Med must implement a certified Electronic Health Record (EHR) in an
effort to promote the adoption and “meaningful use” of health information technology (HIT). The HITECH
Act includes significant monetary incentives and payment penalties meant to encourage the adoption of
EHR technology. The Med received approximately $2.9 million and $3.7 million of incentive paymets
related to EHR jmplementation for the years ended June 30, 2013 and 2012, respectively. These amounts
are included within net patient service revenue within the statements of revenues, expenses, and change in

net position.

(16) Charity Care
The Med maintains records to identify and monitor the level of charity care it provides. These records
include the amount of charges foregone for services and supplies furnished under its charity care policy.
Charges foregone, based on established rates, were approximately $340.7 million and $297.2 million in
2013 and 2012, respectively. Included in the charges foregone is the upfront discount applied to all
uninsured patients of approximately $198.0 million and $187.0 million in 2013 and 2012, respectively, as
The Med does not pursue collection on these amounts.

23 (Continued)



143

SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

(11) Retirement Plans

(@

Defined Benefit Plan

The Med contributes to the Shelby County Retirement System (the Retirement System), a
cost-sharing single-employer defined benefit public employee retirement system (PERS) established
by Shelby County, Tennessee. The Retirement System is administered by a board, the majority of
whose members are nominated by the Shelby County Mayor, subject to approval by the Sheiby

“Couty Board of Cotiimissioners. The Retirement System issues 2 publicly available financial report

that includes financial statements and required supplementary information. That report may be
obtained by writing to the Shelby County Retirement System, Suite 950, 160 North Main, Memphis,

Tennessee 38103 or by calling 901-545-3570.

Shelby County provides office space and certain administrative services at no cost 1o the Retirement
System. All other costs to administer the plan are paid from plan earnings. :

Substantially all full-time and permanent part-time employees of Shelby County (including The Med "
and Shelby County’s other component units), other than the Shelby County-Board of Education
employees, employees who have elected to be covered by Social Security with the exception of The
Med employees, employees designated as Comprehensive Employment Training Act employees
after July 1, 1979, and certain employees of The Med are required, as a condition of employment, to
participate in the Retirement System. ' '

The Retirement System consists of three plans (Plans A, B, and C). In 1990, Plans A and B were
merged into one reporting entity, whereby total combined assets of the merged plans are available
for payment of benefits to participants of either of the two previously existing plans. In 2005, Plan C
was added and merged with Plans A and B for funding purposes. While the plans were merged, the
Retirement System has retained the membership criteria of the previous plans, which are as follows:

& Plan C, a contributory cost-sharing multiple-employer defined benefit pension plan for
employees who are also eligible for Plan A,

¢ Plan B, a contributory cost-sharing multiple-employer defined benefit pension plan for

employees hired prior to December 1, 1978, and

Plan A, a contributory cost-sharing multiple-employer defined benefit pension plan for

employees hired on or after December 1, 1978, and those employees that elected to transfer to
Plan A from Plan B before January 1, 1981, Plan A was noncontributory for all years prior to

2013.

The Shelby County Board of Commissioners establishes the Retirement System’s benefit provisions.
Once a person bécomes a participant, that person will continue to participate as long as he or she is
an employee of Shelby County or The Med. The Retirement System provides refirement, as well as

survivor and disability defined benefits.

The Retirement System’s funding policy for employee contribution requirements is established by
the Board of Administration of the Retirement System. The Shelby County Board of Commissioners
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establishes the Retirement System’s funding policy for employer contribution requirements. For
fiscal years 2013, 2012, and 2011, the employer contribution requirements were based on the

actuarially determined contribution rates, which were 12.75%, 12.01%, and 9.21%, respectively.

The actuarially determined contribution rate was calculated using a projected unit credit service pro
rata cost method for Plan A, Plan B, and Plan C participants.

_For fiscal years 2013, 2012, and 2011, the following contributions were made to the defined benefit

plans:
2013 2012 2011
The Med’s contributions:
Plan A $ 360,271 v 365,157 317,039
Plan B 1,989 1,301 164
Plan C _ 86,391 108,501 134,580
Employee contributions:
Plan A $ 15,728 8,608 —
Plan B 703 491 89
Plan C 26,524 33,251 48,938

The contributions as a percentage of earned compensation were the same as those for the Retirement
System. The Med contributed 100% of its required contributions in 2013, 2012, and 2011,

Defined Contribution Plan

Effective July 1, 1985, The Med established, under the authority of its Board of Directors, The
Regional Medical Center at Memphis Retirement Investment Plan, a defined contribution pension
plan covering employees 21 years of age and older who have completed one year of service, as
defined, and are not participating in any other pension program to which The Med makes
contributions. The plan provides for employee contributions of between 2% and 6% of compensation
and for equal matching contributions made by The Med. Participants are immediately vested in their
contributions plus actual earnings thereon. Participants vest 20% in the employers matching
contributions after two years of service, 50% after three years, 75% after four years, and 100% after
five years. Forfeitures are returned to The Med to reduce future matching contributions. The defined
contribution plan ceased accepting contributions on September 30, 2009; therefore, there were 10
contributionis by The Med or participants for the years ended June 30, 2013 and 2012.

Effective October 1, 2009, The Med established, under the authority of its Board of Directors, The
Regional Medical Center at Memphis 403(b) Retirement Plan, a defined contribution pension plan
covering employees 21 years of age and older who have completed one year of service. The plan
provides for a 50% employer match on employee contributions up to 6% of employee compensation.
Participants are immediately vested in their contributions plus actual carnings thereon. Participants
vest 20% in the employers matching contributions after two years of service, 50% after three years,
75% after four years, and 100% after five years. Forfeitures remain in the plan for the benefit of

25 (Continued)



145

SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

other participants. The Med contributed $1.6 million and $1.5 million to the 403(b) plan for the years
ended Tune 30, 2013 and 2012, respectively.’ 403(b) plan participants contributed approximately

$3.4 million and $3.2 million to the 403(b) plan for the years ended June 30, 2013 and 2012,
respectively.

Effective December 1, 2010, The Med established, under the authority of its Board of Directors, The
Regional Medical Center at Memphis Nonqualified Supplemental Retirement Plan (Supplemental
Retirement Plan): The-Supplemental Retirement Plan was.formed under Section 457(f) of the IRC of
1986, and management believes that it complies with all provisions applicable to a nonqualified
deferred compensation plan under IRC Section 409A. Plan participants contributed approximately
$84,000 to the plan for both the years ended June 30, 2013 and 2012.

(12) Postretirement Benefit Plan

Regional Medical Center Healthcare Benefit Plan (the Plan) is a single-employer defined benefit healtheare
plan sponsored and administered by The Med. The Plan provides medical and life insurance benefits to
eligible retirees and their spouses. The Med’s Board of Directors is authorized to establish and amend all
provisions. The Med does not issue a publicly available financial report that inctudes financial statements

and required supplementary information for the Plan.

During fiscal year 2010, The Med’s Board of Directors approved a plan amendment that eliminated
medical coverage for those employees who did not have 15 years of service as of December 31, 2009 and
eliminated Tife insurance coverage for those employees retiring January 1, 2010 or later.

Per GASB Statement No. 45, Accounting and Financial Reporting Employers Jor Postemployment Benefifs
Other Than Perisions, for financial reporting purposes an actuarial valuation is required at least biennially
for postretirement benefit plans with a total membership of 200 or more. The Med’s postretirement benefit
plan has- approximately 531 and 715 members as of the last actuarial valuations of June 30, 2013 and

June 30, 2011, respectively.

(@) Funding Policy

The contribution requirements of employees and the Plan are established and may be amended by
The Med’s Board of Directors. Monthly contributions are required by retirees who are eligible for
coverage. The Med pays for costs in excess of required retiree contributions. These contributions are
assumed to increase based on future medical-plan cost increases. For fiscal 2013 and 2012, The Med
contributed approximately $1,214,000 and $1,526,000, respectively, net of retiree coniributions, to
the Plan. Plan members receiving benefits contributed approximately $335,000 in fiscal 2013 and
$345,000 in fiscal 2012 through their required contributions. The following table summarizes the
monthly contribution rates for the year beginning July 1, 2009:

Retiree Spouse
Pre-Medicare $ 1,512 1,608
Pre-Medicare Eligible 612 1,440
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Annual OPEB Cost and Net OPEB Obligation

The Med’s annual other postemployment benefit (OPEB) cost is calculated based ou the annual
required contribution of the employer (ARC), an amount actuarially determined in accordance with
the parameters of GASB Statement No. 45. The ARC represents a level of finding that, if paid on an
ongoing basis, is projected to cover normal cost each year and amortize any unfunded actuarial
liabilities (or funding excess) over a period of 30 years. The following table shows the components
of The Med’s.annual OPEB cost_for fiscal 2013 and 2011, the amounts actually contributed.to the
Plan, and changes in The Med’s net OPEB cbligation:

2013 2011
Amnual required contributions and annual OPEB cost 3 1,296,634 1,148,234
Contributions made .1,296,634 1,171,234
Decrease in net OPEB obligation == (23,000)
Net OPEB obligation, beginning of year 912,000 935,000
Net OPEB obligation, end of year 5 912,000 912,000

Three-Year Trend Information
Percentage of

annual
Annual OPEDB cost Net OPEB
Fiscal year ended OPEE cost contributed obligation
June 30, 2013 3 1,286,634 100.0% § 912,000
June 30, 2012 1,535,160 103.9 851,000
1,148,234 102 912,000

June 30, 2011

Funded Status and Funding Progress — Reguired Supplementary Information

As of June 30, 2012, the most recent actuarial valuation date, the Plan was not funded. The actuarial
accrued liability for benefits was $20,319,023 resulting in an unfunded actuarial accrued liability

(UAAL) of $20,319,023.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. Amounts determined
regarding the funded status of the Plan and the annual required contributions of the employer are
subject to continual revision as actual results are compared with past expectations and new estimates
are made about the future. The schedule of funding progress, as presented below as required

supplementary information, presents multiyear trend information about whether the actuarial value

of plan assets is increasing or decreasing over time relative to the actuarial accrued liabilities for
benefits.
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(¢) Schedule of Funding Progress — Required Supplementary Irnformation

Analysis of the Plan’s funding status follows:

Actuarial AAL asof a
Actuarial acerued Plan assets pereentage
value of liability less than Covered of covered
Actuartal valuation date* plan assets (AAL) AAL . Funded ratio payroH payroll
July 1, 2012 $ — 20,319,023 20,319,023 - — § 18,693,833 . . 109.0
July 1,2011 — 24,469,273 24,469,273 == 20,476,034 120.0
Tuly 1,2010 — 24,469,273 24,469,273 —% 21,995,253 111.0%

¢ All inputs for valuation i§ provided as of beginning of the fiscal year being actuarially valuated.

()  Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan (the Plan as
understood by the employer and the plan members) and include the types of benefits provided at the
time of each valuation and the Listorical pattern sharing of benefit costs between the employer and
plan members to that point. The actuarial methods and assumiptions used include techniques that are
designed to reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial
value of assets, consistent with the long-term perspective of the calculations.

In the July 1, 2012 actuarial valuation, the projected unit credit actuarial method was used. The
actuarial assumptions included a 3% investment rate of return, which is a long-term rate of return on
general account assets, and an annual inflation rate and annual healthcare cost frend rate of 6.3%,
reducing eacli year until it reaches an annual rate of 3.3% in 2102, The UAAL is being amortized,
using a level percentage of pay method, over a 30-year period under the Projected Unit Credit

Method.

Transactions with University of Tennessee Center for Health Services

The Med contracts with University of Tennessee Center for Health Services (UTCHS) and University of
Termessee Medical Group (UTMG) to provide, among other things, The Med’s house staff, professional
supervision of cerfain ancillary departments, and professional care for indigent patients. The Med also

provides its facilities as a teaching hospital for UTCHS.

Operating, expenses include approximately $42.1 million in 2013 and $41.9 million in 2012 for all
professional and other services provided by UTCHS/UTMG:

Risk Management

The Med has a selfiinsuraice program for professional and general liability risks, both with respect to
claims incurred after the effective date of the program and claims incurred but not reported prior to that
date. The Med has not acquired any excess coverage for its self-insurance because The Med is afforded
sovereign immunity in accordance with applicable statutes. Presently, sovereign immunity limits losses to
$300,000 per claim. The Med has recorded an accrual for self-insurance losses totaling approximately
$7.5 million and $8.4 million at June 30, 2013 and 2012, respectively.
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Incurred losses identified through The Med’s incident reporting system and incurred but not reported
losses are accrued based on estimates that incorporate The Med’s currént inventory of reported claims and
historical experience, as well as considerations such as the nature of each claim or incident, relevant trend
factors, and advice from consulting actuaries.

The following is a summary of changes in The Med’s sclf-insurance liability for professional and general
liability costs for fiscal 2013 and 2012:

2013 2012

Balance at July 1 : $ 8,368,000 8,900,000
Provision for claims reported and claims incurred but

not reported (333,974) 956,000

Claims paid (534,026) (1,488,000)

7,500,000 8,368,000

Amounts classified as current liabilities (2,300,000) (2,350,000)

Balance at June 30 3. 5,200,000 6,018,000

Like many other businesses, The Med is exposed to varjous risks of loss related to theft of, damage to, and
destruction of assets; business interruption; errors and omissions; employee injuries and illness; and natural
disasters. Commercial insurance coverage is purchased for claims arising from such matters. Claims settled
through June 30, 2013 have not exceeded this commercial coverage in any of the three preceding years.

The following is a summary of changes in The Med’s self-insurance liability for employee health coverage
(included in accrued expenses and other current liabilities in the accompanying balance sheets) for fiscal

2013 and 2012:

2013 2012
Balance at July 1 : ) . $ 1,821,000 1,510,000
Claims reported and claims incurred but not reported 11,818,341 11,910,368
Claims paid (11,894.341) (11,599,368)
Balance at June 30 3 1,745,000 1,821,000
Commitments

The Med has outstanding service contracts for management services, equipment maintenance, and blood
supply services. Estimated future payments under the contracts follow:

2014 $ 3,785,914
2015 192,960

$ 3,978,874
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Expense under these contracts and other contracts was approximately $9.2 million and $9.1 million for the
vears ended June 30, 2013 and 2012, respectively. ’

Teases

The Med has entered into noncancelable operating leases for certain buildings and equipment. Rental
expense for all operaling leases was approximately $4.9 million and $4.6 million for the years ended
June 30, 2013 and 2012, respectively. The future minimum payments under noncancelable operating leases

as of June 30, 2013 follow:

2014 $ 2,111,155
2015 791,109
2016 200,593

$ 3,102,857

Current Economic Environment

In light of the current sluggish recovery of the U.S. economy, management at The Med monitors £Cconomic
conditions closely, both with respect to potential impacts on the healthcare provider industry and from a
more general business perspective. While The Med was able to achieve certain objectives of importance in
the current econoriic environment, management recognizes that economic conditions may continue to
impact The Med in a number of ways, including (but not [imited to) uncertainties associated with
U.S. financial system reform and rising self-pay patient volumes and corresponding increases in

uncompensated care.
Additionally, the general healthcare industry environment is increasingly uncerfain, especially with respect

to the impacts of the federal healthcare reforny legislation, which was passed in the spring of 2010.
Potential impacts of ongoing healthcare industry transformation include, but are not limited to:

e Significant (and potentially unprecedented) capital investment in healthcare information technology
(HCIT); ,

s Cdntinuing volatility in the state and federal government reimbursement programs;

e Lack of clarity related to the health benefit exchange framework mandated by reform legislation,

including important open questions regarding the constitutionality of the legislation, exchange
reimbursement Jevels, changes in combined state/federal disproportionate share payments, and
impact on the healthcare “demand curve” as the previously uninsured enter the insurance system;

e Effective management of multiple major regulatory mandates, including achievement of meaningful
use of HCIT and the transition to ICD-10; and
° Significant potential business model changes throughout the healthcare industry, including within

the healthecare commercial payor industry.

30 (Continued)
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SHELBY COUNTY HEALTH CARE. CORPORATION
(A Component Unit of Shelby County, Tennessee)

Notes to Basic Financial Statements

June 30, 2013 and 2012

The business. of healthcare in the current economic, legislative, and regulatory environment is volatile. Any
of the above factors, along with changes in appropriations ‘from the County and City of Memphis and
others both currently in existence and which may or may not arise in the future, could have a material
adverse impact on The Med’s financial position and operating results.



Assets
Assets:
Cash and cash equivalents
Investments

Patient accounts-recsivable, net
Other receivables

Other current assets

Restricted investments

Capital assets, net

Total assets
Liabilities and Net Position

Liabilities:
Accounts payable
Accrued expenses and other current liabilities
Acerued professional and general liability costs
Net postemployment benefit obligation

Total Iiabilities

Net position: -
Net investment in capital assets
Restricted for:
Capital assets
~ Indigent care
Unrestricted
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Schedule 1
SHELRY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)
Combining Schedule — Statements of Net Position
June 30, 2013
The Regional
Medical
Shelby County’ Center

Health Care at Memphis
Corporation Foundation Combined
5 15,266,095 204,972 15,471,067
118,878,545 2,318,933 121,197,478
45,906,287 — 45,906,287
9,812,264 58,000 9,870,264
4,974,296 250 4,974,546
— 3,720,087 3,720,087
87,769,941 — 87,769,941
$ 282,607,428 6,302,242 288,909,670
$ 12,026,582 15,856 12,042,438
27,518,945 — 27,518,945
5,200,000 — 5,200,000
912,000 — 912,000
45,657,527 15,856 45,673,383
87,769,941 — 87,769,941
— 2,897,689 2,897,689
— 822,398 822,398
149,179,960 2,366,299 151,746,259
236,949,901 6,286,386 243,236,287

Total net position

Commitments and contingencies

Total liabilities and net position

See accompanying independent auditors’ report.

$ 282,607,428

6,302,242

288,909,670

L)
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Schedule 2
SHELRY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessce) :
Combining Schedule — Statement of Revenues, Expenses, and Changes in Net Position
Year ended June 30, 2013
The Regional
Medical
Shelby County Center
Health Care at Memphis
Corporation Foundation Combined
Operating revenues:
Net patient service revenue $ 303,785,730 - 303,785,730
Other revenue 16,235,583 1,063,786 17,299,369
B Total operating revenues ' T 320,021,313 1,063,786 321,085,099 -
Operating expenses: ‘
Salaries and benefits 150,862,502 — 150,862,502
Supplies and services 70,047,247 — 70,047,247
Physician and professional fees 27,904,579 — 27,904,579
Purchased medica) services 23,827,404 — 23,827,404
Plant operations : 12,348,849 — 12,348,849
Insurance 2,011,533 — 2,011,533
Administrative and general 31,961,705 — 31,961,705
Community services — 632,390 632,590
Depreciation and amortization 13,000,644 — 13,000,644
Total operating expenses 331,964,463 632,390 332,596,853
Operating (loss) gain (11,943,150) 431,396 (11,511,754)
Nonoperating revenues (expenses):
Investment (loss) income (73,824) 421,328 347,504
Appropriations from Shelby County 26,816,001 — 26,816,001
Other 306,665 — 306.665
Total nonoperating revenues, net 27,048,842 421,328 27,470,170
Increase in net position 15,105,692 852,724 15,958,416
Net position, beginning of year 221,844,209 5,433,662 227,277,871
Net position, end of year $ 236,949,901 6,286,386 243,236,287

See accompanying independent auditors” report.

[V
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SHELBY COUNTY HEALTH CARE CORPORATION
(A Component Unit of Shelby County, Tennessee)

Roster of Management Officials and Board Members
June 30, 2013
(Unaudited)

Management Officials

Reginald Coopwood, M.D., President and CEO

Pam Castleman, MSN, Senior Vice President/Chief Nursing Officer
Susan Cooper, RN, MSN, FAAN, Senior Vice President/Chief Integration Officer
Carl Getto, M.D., Executive Vice Pr esident/Chief Medical Ofﬁcel

Tammie Rjtgzhey, CFRE, Vice President of Development/Foundation Executive Director
Robert Suniter, Ph.D., Executive Vice President/COO/CIO

Tish Towﬁs, FACHE, Senior Vice President, External Relations

Rick Wagers, Senior Executive Vice President/CFO

Monica Wharton, Senior Vice President/Chief Legal Counsel

Board Members

Phil Shannon

Keith Norman

Pamela Brown

Brian Ellis

James Freeman, M.D.

Brenda Hardy, M.D.

Scot Lenoir

Scott McCormick

David Popwell

Heidi Shafer

Anthony Tate

John Vergoes

Max Ostner

See accompanying independent auditors’ report.

Schedule 3
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154 Attachment C.OD3
IEENE?.SEE OCCUPATIONAL WAGES
[@<A
Total all industries
Memphis, TN-MS-AR MSA, Tennessee

Healtheare Practitioners and Technical Gcecupations

Occ.  Est. Mean Entry  Exp. Median

Gecupation code empl. wage wage wage  25th pet  wage  75th pct
HEALTHCARE PRACTITIONERS 29-0000 N/A N/A N/A N/A N/A N/A N/A
AND TECHNICAL OCCUPATIONS N/A N/A N/A N/A N/A N/A
Chiropractors 29-1011 70 73,430 53,610 83,330 51,870 55,930 60,000
35.30 25.80 40.05 24.95 26.90 28.85
Dentists, General 29-1021 N/A 180,240 141,390 199,660 157,710 172,550>%$145,600
86.65 68.00 96.00 75.80 82.95 >$70
Dietitians and Nutritionists 29-1031 220 52,460 39,820 58,780 43,870 51,380 59,310
2520 19.15 28.25 21.10 24.70 28.50
Optometrists 29-1041 190 133,740 72,480 164,360 90,200 123,770 148,470
64.30 34.85 79.00 43.35 59.50 71.40
Pharmacists 29-1051 1,500 115,430 93,900 126,190 106,480 119,930 135910
55.50 45.15 60.65 51.20 57.65 65.35
Anesthesiologists 29-1061  N/A N/A N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A N/A
Family and General Practitioners 29-1062 170 206,940 136,090 242,370 161,420>%$145,600>$145,600
99.50 65.45 116.50 77.60 >$70 >$70
Internists, General 29-1063 N/A 251,360 225,990>5145,600>§145,600>$145,600>$145,600
120.85 108.65 >§70 >$70 >$70 >§70
Obstetricians and Gynecologists 29-1064 N/A 219,270 139,290>5145,600 170,290>$145,600>$145,600
10540 66.95 >$70 81.85 >$70 >$70
Pediatricians, General 29-1065 140 190,570 149,490 211,110 160,520 178,200>$145,600
. 91.60 71.85 101.50 77.15 . 85.65 >§70

Psychiatrists . 25-1066 N/A 150,340 100,040 175,480 107,670 134,510 178,85
72.30  48.10 84.35 51.75 64.65 86.00
Surgeons 29-1067 120 N/A  N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A N/A
Physicians and Surgeons, All Other 29-1069 1,150 207,510 121,250>$145,600 150,310>$145,600>$145,600
99.75 58.30 >$70 72.25 >$70 >$70
Physician Assistants 29-1071 120 92,330 50,940 113,030 55,870 73,530 92,390
44.40 24,50 54.35 26.85 35.35 44,50
Registered Nurses 29-1111 12,890 65,950 49,030 74,420 52,220 61,050 72,300
3170 23.55 35.80 25.10 29.35 34.75
Occupational Therapists 29-1122 370 74,430 56,750 83,270 65,010 74,960 86,840

.05 30.30 36.05 41.75

0
g 71,490 82,640 92,470
80 3435 39.75 44.45

i

35.80 27.30

0
Physical Therapists 29-1125 870 85,190 65,010 95,2
' 4095 31.25 45.

(@]

http://www.tn.gov/labor-wfd/wages/2012/PAGE0224. HTM 6/4/2014
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Ocec. Est. Mean Entry Exp. Median
Occupation code empl. wage wage wage 25thpet wage 75thpct
Radiation Therapists 29-1124 60 67,840 52,480 75,520 56,970 66,010 74,550
32.60 25.25 36.30 27.40 31.75 35.85
Recreational Therapists 29-1125 90 44,760 32,410 50,940 34,160 40,190 56,420
21.50 15.60 24.50 16.40 19.30 27.10
Respiratory Therapists ' 29-1126 700 48,960 41,240 52,820 42,970 48,890 55,490
23.55 19.85 25.40 20.65 23.50 26.70
Speech-Language Pathologists 29-1127 460 65,160 47,400 74,050 51,460 62,610 80,070
3135 22.80 35.60 24.75 30.10 38.50
Exercise Physiologists ) 29-1128 50 63,660 36,110 77,430 37,550 67,930 . 82,990
30.60 17.35 37.25 18.05 32.65 59.90
Veterinarians 29-1131 190 68,820 46,580 79,950 50,840 63,020 84,030
33.10 2240 38.45 24.45 30.30 40.40
Audiologists 29-1181 50 54,240 48,450 57,130 49,880 54,510 59,150
26.10 23.30 27.45 24.00 26.20 28.45
Health Diagnosing and Treating 29-1199 60 55,790 45,220 61,080 47,250 54,400 60,110
Practitioners, All Other 26.80 21.75 29.35 22.70 26.15 28.90
Medical and Clinical Laboratory 29-2011 1,540 58,280 45,220 64,810 50,040 57,920 68,020
Technologists 28.00 21.75 31.15 24.05 27.85 32.70
Medical and Clinical Laboratory 292012 1,750 37,790 26,410 43,470 29,710 38,740 45,290
Technicians 18.15 12.70 20.90 14.30 18.65 21.75
Dental Hygienists 29-2021 620 63,260 44,460 72,660 51,620 62,960 73,810
30.40 2140 34.95 24.80 30.25 35.50
Cardiovascular Technologists and 29-2031 200 43,620 27,620 51,620 30,130 40,170 56,910
Technicians 2095 13.30 24.80 14.50 19.30 27.35

@<L

Entry and Experienced wages represent the mean of the lower third and the mean of the upper two-
thirds of the wage distribution respectively. The OES survey does not collect information for entry or
experienced workers. Tennessee Department of Labor & Workforce Development, Employment

Security Division, Labor Market Information. Publish date May 2012.

http:/fwww.tn.gov/labor-wfd/wages/2012/PAGE0224. HTM 6/4/2014
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TE_NNESSEE OCCUPATIONAL WAGES
(@A
Total all industries
Memphis, TN-MS-AR MSA, Tennessee

Healtheare Support Gecupations

Gcce. Est. Mean Ertry Exp. 25th Median 75th

Gccupation code empl. wage wage wage pet  wage  pet
HEALTHCARE SUPPORT OCCUPATIONS  31-0000 N/A N/A N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A N/A

Home Health Aides 31-1011 1,540 22,430 16,590 25,350 17,620 20,900 27,100
10.80 795 1220 8.45 10.05 13.05

Nursing Aides, Orderlies, and Attendants 31-1012 5,370 23,110 18,660 25,330 19,960 22,630 26,330
11.10 8.95 12.20 9.60 10.90 12.65

Psychiatric Aides 31-1013 480 19,170 16,710 20,390 16,820 18,380 21,060
9.20 8.05 9.80 8.10 8.85 10.15

Occupational Therapist Assistants 31-2011 60 58,660 44,820 65,580 50,030 62,680 69,910
2820 21.55 31.55 24.05 30.15 33.60

Physical Therapist Assistants 31-2021 280 58,680 43,890 66,080 47,420 62,260 69,670
2820 21.10 31.75 2280 2995 33.50

Physical Therapist Aides 31-2022 180 22,440 16,800 25,260 17,870 20,840 24,990
10.80 8.10 12.15 8.60 10.00 12.00

Massage Therapists 31-9011 190 33,110 17,500 40,920 19,000 28,340 37,200
15.90 840 19.65 9.15 13.65 1790

Dental Assistants . 31-9091 1,100 34,550 25,970 38,830 27,670 34,660 42,110
16.60 1250 18.65 13.30 16.65 20.25

Medical Assistants 31-9092 2,490 28270 22,540 31,130 24,130 27,390 30,730
13.60 10.85 14.95 11.60 13.15 14.75

Medical Equipment Preparers 31-9093 N/A 30,170 23,080 33,710 24,730 29,370 34,940
; _ 1450 11.10 1620 1190 1410 16.80
Medical Transcriptionists ' 31-50%4 240 33,930 26,570 37,610 -28,320 33,250 38,030
1630 1275 18.10 13.60 16.00 18.30

Pharmacy Aides 31-9095 170 23,480 18,460 25,980 20,010 23,200 27,460
11.30 890 12.50 9.60 11.15 13.20

Veterinary Assistants and Laboratory Animal 31-9096 260 25,570 18,450 29,130 19,810 24,690 30,090
Caretakers 12.30 8.85 14.00 9.56 11.85 14.45
Healthcare Support Workers, All Other* 31-9799 1,040 30,380 22,190 34,480 23,630 28,170 36,640

14.60 10.65 16.60 11.35 1355 17.60

] g € E TS

l..\r.ll ! V

Entry and Experienced wages represent the mean of the lower third and the mean of the upper two-
thirds of the wage distribution respectively. The OES survey does not collect information for entry or

experienced workers. Tennessee Department of Labor & Workforce Development, Employment
- Security Division, Labor Market Information. Publish date May 2012."

http://www.tn.gov/labor-wfd/wages/2012/PAGE0226. HTM 6/4/2014
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15 SUPPLEMENTAL #1
ANDERSON & BAKER June 25, 2014
An Association of Attorneys 8:21 am

2021 RICHARD JONES ROAD, SUITE 120
NASHVILLE, TENNESSEE 37215-2874

ROBERT A. ANDERSCN E. GRAHAM BAKER, JR.
Direct: 615-383-3332 Direct: 615-370-3380
Facsimile: 615-383-3480 Facsimile:  615-221-0080

June 25, 2014

Jell Grimm

Health Services Exammer—-» e
Tennessee Health Services & Development Agency
Andrew Jackson Building, 9" Floor

502 Deaderick Street

Nashville, TN 37243

RE:  Supplemental Information: Certificate of Need Apphca’mon CN1406-024
‘Regional One Health Imaging, L1.C :

Dear Jeff:

Enclosed are three (3) copies of responses to your supplemental questions regarding the
referenced Certificate of Need application. If you have any additional questions, please contact

me.

Sincerely,

m%ﬁv—r

“’WGraham Baker, Jr.
P

Enclosures as noted



Certificate of Need Application CN1406-024 59 L ENTA.L #1
une 25, 2014

Regional One Health Imaging, LLC
8:21 am

1. Section A, Applicant Profile, Item 4

Discussion of the proposed organizational and business relationships among the entities
is noted. Are there any plans being considered to increase membership in the new
applicant LLC with ownership in excess of 5% or greater? Please briefly discuss.

Response: There are no plans at present to “increase membership” in the LLC, but the

ownership structure of the ODC will give Regional One Health this option in the future. Again,
there are no current plans to do so.

Page 1



Certificate of Need Application CN1406-022 60 UPPL ENTAL #1
June 25, 2014

Regional One Health Imaging, LL.C
8:21 am

Z. Section A, Applicant Profile, ftem 5

The applicant states that it is considering the possibility of hiring a management entity.
However, given the significant start-up responsibilities outlined in the draft agreement,
please briefly describe what plans are in place, if any, in obtaining support from the
hospital in order to conduct start-up activities such as build-out oversight, insurance
contracting, budgeting, etc.

Response: Regional One Health currently operates all of the diagnostic modalities at its site on
Jefferson Street in downtown Memphis. As such, it currently has all of the staff and other
resources, including experience, required for the startup of this ODC. Our existing diagnostic
staff already performs all of the procedures planned for this ODC, and they also provide
functions such as insurance contracting, budgeting, etc. American Program Management
(APM™) is our Project Manager in charge of build-out oversight for the ODC (APM is a very
experienced health care facility project manager that is currently overseeing other projects at
Regional One Health). '

It is also very important to note that the draft agreement is just that: a draft agreement. Since the
. Applicant has not even made the decision to enter into,a management agreement, the draft that is
required (by CON insfructions) to be submitted may not appropriately address any actual
relationship that might develop in the future.

Page 2
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Certificate of Need Application CN1406-024 61 S%BDIPDIECI;ELg&Eb aNUICAHL #1

Regional One Health Imaging, LLC June 25,
8:21 am

3. Section B, Preject Deseription, Item 1
The executive summary with description of the project is noted.

Please document the waiting time for MRI patients in the service area. Please describe
the methodology used in determining the average time patients are wa ting for MRI
service.

Response: Regional One Health currently has only one MRI unit located at the Regional
Medical Center and serving inpatients, emergency room and trauma patients, and outpatients.
Since 2011 and continuing to the present, this one MRI unit has operated at 150% of what HSDA
defines as optimal “operating efficiency” and 125% of HSDA’s definition of the volume

“capacity” of one unit.

An internal review of logs and discussions with Regional One Health’s Radiology Department
schedulers, showed that initial wait times of up to 8 days to get an Outpatient MRI appointment
at the Regional Medical Center are not unusual. This includes schedule wait times plus waits for
insurance authorizations. In addition, once scheduled, many MRI Outpatients are “bumped” by
ER/Trauma patients. If Trauma-is extremely busy on a given day, all scheduled outpatient MRIs
may get bumped. This may require that patients leave, reschedule for another day, and {ry again
to obtain an MRI scan. This compounding factor of outpatients competing with ER/Trauma
patients and inpatients for MRI slots can cause wait times to complete a routine, outpatient MRI
scan to balloon to two (2) weeks or more.

We do not kiiow what kind of wait times for MRI are experienced by other patients across the
service area, sinice this data is not shared by other imaging centers. We only know the waits that
are experienced by our patients. Nationally, a ruie of thumb for good practice and service would
be two to four days to schedule a routine MRI, with the wait time largely based on the time
required to obtain insurance authorizations.

Please include a brief description of the projected financial performance of the applicant
LLC, including measures to be taken to ensure that the proposed ODC will be financially
profitable and the expected timeframe for same.

Response: The Applicant, through Regional One Health, conducted an internal analysis of
diagnostic procedures (historic and current utilization, anticipated increase in utilization, costs,
charges, efc.), coupled with an analysis of outpatient utilization of these procedures. This
analysis resulted in the projections provided in the application. The projections result in a
financially profitable operation in Years 1 and 2, as reported. Based on this analysis, the
Applicant anticipates positive cash flow in years to come. '

The applicant states that the actual front end costs to support the project are $817,350.
As such and as a new LLC with no financial operating history, what responsibility will
the new LLC have for repayment and what are the general terms of same? How will this
arrangement be documented {e.g. promissery note, letter of agreement, etc)?

Response: The Applicant is 100% owned by Regional One Health, as reported in the application.
The Owner will make a cash equity corntribution to the project. J. Richard Wagers, Jr., Regional
One Health’s Sr. Executive Vice President and CFO, has furnished a letter attesting that Regional
One Health has sufficient assets to implement this project (see Aitachment C.EF.2).

(note...please see aitached original letter from Mr. Wagers...a copy was included in the original
filing...this is included at Attachment C.EF.2)

Page 3



SUPPLEMENTAL #1

Certificate of Need Application CN1406-024162 Supnisieces) Resngnses
Regional One Health Imaging, LLC 8:21 am

4. Section B, Prbject Description, Item II.A.

The response indicates that the ODC will occupy approximately 4,587 gross square feet
on the first floor of the existing building or 5,275 of leased space after allocation for
common areas. Review of the lease documents revealed that the building contains
approximately 112,000 total rentable SF. Based on this amount, what percentage of the
building is currently occupied and what is the composition of its tenants? In your
response, please briefly describe the building. Suggested highlights include - # floors,
year built,. zoning classification, total # rental suites and list of tenants by medical
service/specialty, and a brief description about other businesses or property owners near
or adjacent to the proposed ODC.

Response: The existing building was constructed in the mid-90s, has 5 stories, and is currently
occupied by office tenants. The current and planned usage of the building complies with existing
zoning regulations (Zoned CA with a Planned Development overlay). The new owner is not
renewing existing leases as they expire, and plans to convert the property to medical office and
other health-related (e.g., ODC) space. The Applicant understands that Regional One Health has
an initial lease of about 35,000 GSF. In time, the entire building will be subleased by healthcare
entities (e.g., the ODC, physician’s offices, etc.). At present, there are no medical tenants in the
building. There is a lot of retail (grocery stores, strip-mall, gas stations, etc.) in the area.

The comparison of the applicant’s share of the renovation cost ($249,000 @ $54.29 per
square foot) to the square footage (SF) cost of hospital projects is noted. Although there
have not been enough approved CON projects to identify construction costs by quartile
for ODC projects, please compare the applicant’s cost to the ODC projects in the table
below in licu of the hospital table you have provided on pages 14 and 35 of the
application. In your response, it may be helpful to use the total estimated cost of the
renovation for purposes of addressing how the applicant’s project compares to recently

approved ODC projects.
CON Project # Renovation Square | Renovation Cost Per Square
' Foot Construction Cost | Foot

CN1110-039 7,737 $ 1,235,500 $ 159.69
CN1103-008 795 § 127,500 $ 160.38
CN1304-014 847 § 150,000 $ 177.10
CN1304-013 2,080 $ 520,000 ‘ $ 250.00
CN1203-014 5,320 § 1,605,150 $ 301.72

Response: Alecia Craighead at your office agrees with your comment that there have not been
enough ODCs to identily average and/or quartile costs. With that said, our estimated project
construction cost of $54.29 is much lower than the costs charted above.

Even when considering the fact that the Landlord will pay for additional Tenant Improvement as

part of the lease, the combined (Landlord + Tenant) total renovation cost per GSF is only
$164.29, which is in the mid-range for the other reported project costs listed above.

Page 4



Certificate of Need Application CN1406-024 6 3 bsﬁ]laj ﬁlill,t:ll..lidi J&ltEb[gIIéL #1

Regional One Health Imaging, LLC June 25, 2014
8:21 am

5. Section B, Project Deseription, Items 11.B and II.C and Section C, Need, Item 6

The tables on pages 13, 19 and 34 of the application identify multiple imaging modalities
of the proposed ODC. It would be helpful to compare to the utilization of the imaging
modalities of the hospital in 2012 and 2013. If any of the modalities are not presently
offered at the hospital, please include a brief description of the need to expand those
services at the proposed ODC.

Response: Please see replacement pages 13, 19, and 34. The charts have been changed to
include the requested information. The new chart is replicated below:

QDpC abC Hospital Hospital

Qutpatient Procedure Yearl Year2 O/ 2012 O/P 20813 -
MRI 2,363 2611 2,544 2,513
CT 1,545 2,237 10,830 11,893
All Other C 8,671 10247 38,525 35915
Total Volume [ 12579 15095] 51,899 50321 |

6. Section B, Project Bescription, Item 1LE. 1.a.

The applicant notes that it will lease [a] 1.5 Tesla MRI unit totaling to approximately
$2.1 million. It appears the quote will expire before the application can be heard in
September, 2014. Please revise or provide an addendum such that the vendor’s quote
will be effective on the date of the hearing.

Response: Please see Supplemental B.ILE.3 with updated expiration date.

In addition, please include a discussion of the most common MRI procedure types that
will be offered at the proposed ODC.

Response: A list of the 10 most common (highest volume) MRI procedures by CPT code for
Regional One Health was included in the application as Atfachment B.JLA.3. 1t is anticipated
that the same (or very similar) most common MRI procedures at the ODC will be the same. -

L3

That chart shows the 10 most common MRI procedures anticipated are:

MRA Neck W/O

MRI Brain W/O & W/

MRI Joint Lower, LT, W/O

MRI Joint Lower, RT, W/O

MRI Joint Upper, RT, W/O

MRI Pelvis W/O & W/

MRI Spine Cervical W/O

MRI Spine Lumbar Spine W/O

MRI Spine Lumbar Spine W/O & W/
MRI Spine Thoracic W/O.



Certificate of Need Application CN1406-024 64 U ENTSCM
. June 25, 2014

Regional One Health Imaging, LLC
8:21 am

ol Section B, Project Description Item [I.A. and Item LB

According to the plot plan, the parking appears accessible to patients. Is this an
improvement from current parking at the hospital by area residents? '

Response: This is a vast improvement in current parking at the hospital. Hospital outpatients
have to maneuver traffic in downtown Memphis to arrive at our hospital. Hospital parking is
limited, and is also 2 blocks away from the hospital entrance. Once an outpatient arrives at the
hospital, he/she has to check in and wait for the particular diagnostic procedure that is required.
Due to increased inpatient, ER, and Trauma Center demands on our in-house diagnostic units,
outpatient procedures are sometimes delayed. As described in the application, outpatients
sometimes will not return for procedures due to this timing/delay problem.

When compared to having the procedure performed at our proposed ODC, travel to/from the site
will be easier for outpatients, and there is ample parking at the site. In fact, there are plans to
increase the number of parking spots available at the site, over and above what is shown on the

existing plot plan.

The names of the streets that border the property are illegible. Please revise by providing
a more legible plot plan in larger print.

Response: Please see attached Replacement Attachment B. 111 4.

Please address the public transportation available to area residents for travel to and from
the proposed ODC from their principle residence of location. In your response, please
provide an estimate of the percentage of patients that may require public transportation
and identify the major bus routes to the facility. If possible, please provide a map
showing the routes with drop off/pick—up stops closest to the proposed ODC.
Response: The Applicant is unaware of any manner in which to estimate the percentage of
patients that may require public transportation. Patient intake procedures do not include
questions about transportation issues. The Applicant can state, however, that patient throughput
will be much better at the ODC, as outpatients will have decreased wait times for diagnostic

procedures.

Please see Supplemental B.IILA.1, which is a two-page attachment showing the MATA Route
57, which goes to Kirby Road.
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8. Section C, Need, Item 1 (Specific Criteria, Magnetic Resonance Imaging (1.)(z.)

Please provide a response for each item of this standard as noted in the questions that
follow:

=

Item 1(a): Please briefly describe the methodology used to estimate MRI utilization that

exceeds the minimum criteria of the standard.

Response: Our projection methodology was, in part, based on a historical growth analysis, but
we also incorporated an assessment of suppressed demand.

Specifically, we first sought to establish a baseline of total demand (Actual and Suppressed) for
routine outpatient MRI services at Regional One Health. Note that Outpatient volumes reported
to HSDA and in JAR-H merge routine outpatient MRIs and emergency/trauma outpatient MRI

volumes.

e We first isolated routine outpatient MRIs from emergency/trauma outpatient volumes in
order to assess historical growth rates for the types of patients who would be served at the
ODC. As shown in the following chart, from 2010 to 2013, routine outpatient MRI
procedures grew by 34% -- a compound annual growth rate (CAGR) of 10.5% across this
3-year period.

e« We also incorporated the Radiology Department’s study of “no show” volumes for
outpatient MRI. The “No Show” rate averaged 15% across the past several years. This
high rate reflects the growing pressure on the one MRI unit at the Hospital that is serving
all of Regional One’s’patients and is running at 125% of what HSDA defines as
maximum capacity. Scheduling waits are often long and high intensity inpatients and
emergency/trauma patients needing MRIs frequently “bump” scheduled routine
outpatients.

o The following chart presents this initial analysis of Total Demand (Actual and
Suppressed) for MRIs by Regional One Health patients.

Actual Expressed and Suppressed Demand
For Outpatient MRI
at The Regional Medical Center

3-Year C{ﬁpm‘ﬁ]d
2618 | 2013 Total oo s
' Growth Growth Rate
*|l (CAGR)
Actual MRI Procedures 1,391 1,865 34.0% 10.5%
Plus: Estimated No- 589 715
Shows
TOTAL Demand for

MRIs at Regional One | 1,973 | 2,580
Health System
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As shown in the next chart we projected MRI procedure volumes at the proposed ODC as
follows:

¢ Utilizing 2013 as our base year, we assumed that 75% of routine outpatients would be
scanned in the future atthe proposed ODC at the Kirby Building.

¢ Further, we project that 75% of Regional One’s routine scheduled outpatients who are
now “no shows” can be recovered as the result of providing timely service in a
convenient, outpatient-friendly location.

¢ Finally, we assumed that historical growth rates at the Regional Medical Center for
routine outpatient MRIs would continue into the future ODC setting.

PROJECTED MRI VOLUMES AT THE KIRBY ODC

' 10.5% Historical CAGR Continues
| H2ndMRIUnit | = PROJECTED
W ere Available Now YRI YR2 YR3 YR4
. 2013 Est, -
Assumptions RASE 3014 2015 2016 2017 2018
75% of Hospital Outpatient , % ,
Utilization is Becanted to Kirby =0 1,546 Li708 IESET 2hs 220t
75% of No Shows are Recovered 536 593 655 724 799 883
Total Projected Demand At | 4 ¢35 2,138 | 2,363 | 2,611 2.885| 3,188
Kirby ODC

Item 2: MRI utilization of the proposed ODC appears to be based on the hospital
owner’s MRI experience at its location at 877 Jefferson Ave in Memphis. As noted in
the question for Section C, Need Item 3, HSDA records reflect that Shelby residents
accounted for app10x1mately 71% of total hospital MRI procedures in 2012 and 73% of
total procedures in 2011. This falls below the 75% threshold for the standard. Please

address this discrepancy in further detail.

Response: Actual routine outpatient patient origin percentages for 2013 show that Shelby
County accounts for 90% of MRI routine outpatient volume and 90% of all routine outpatient
imaging volume at Regional One Health.

The reason for the difference in percentage from what the HSDA is reporting is that the HSDA is
showing TOTAL MRI volumes -- these include Inpatient MRI, Emergency/Trauma MRI, and
Routine Outpatient MRIs. The fact that the Hospital is Western Tennessee's State-designated
Regional Trauma Center, Burn Center, and Neonatal/Perinatal High Risk Maternal-Infant Center
accounts for a much larger draw for Inpatients and Emergency/Trauma patients for all imaging
modalities. For scheduled, routine outpatient imaging volumes (including MRI), patient draw is
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far more localized. We would expect that the draw of the ODC at Kirby would be consistent
with the routine outpatient draw.

Please see Supplemental C.Need. 1.

Item 4: Please note that MRI utilization should be discussed in the response in lieu of the
ODC’s hours of operation. Please also note that HSDA Equipment Registry records are
the source for MRI provider reports of utilization.

Response: Please see Replacement Attachment ODC.

Jtem 7(c): While the hospital’s protocols may apply to the proposed ODC, please
describe in more detail what features pertain only to the applicant ODC. A copy of draft
emergency protocols, including the plan for emergency patient transfers should be

provided, if possible.

Response: The Applicant does not have a copy of draft emergency protocols, as this is a
licensure issue with which we will comply if our CON application is approved. Obviously, in
case of emergency, we will stabilize the patient and transfer to the nearest tertiary facility. Asa
controlled subsidiary of Regional One Health, the Applicant will be able to access hospital
transfer agreements to other hospitals for emergencies. Therefore, there will be no separate
transfer agreements for the Applicant.

Ttem 7(d): What is the procedure for screening orders for medical necessity by’
radiologists of the ODC? What is the process for contacting referring physicians to
resolve any concerns noted? Please discuss this criterion in more detail.

Response: Once an order is send to the ODC, a pre-authorization individual will look at the
order. If the order has the necessary ICD 9 codes to support the CPT code, then the procedure
will be considered medically necessary. If the ICD 9 does not support the CPT code, then the
physician office will be contacted to discuss the order and verify the medical necessity of the
order with the referring office. If the order needs to be changed, then the referring physician will
order the correct examination. If there is any question of the medical necessity, the Radiologist
will then review the order and history. If the order or procedure needs further explanation, the
Radiologist will contact the referring physician to discuss the medical necessity and the correct

procedure to be ordered.

Item 7(e): Department of Health rule for Outpatient Diagnostic Centers 1200-08-35-
.04(9) states that “Each Outpatient Diagnostic Center shall have at all times a licensed
physician who shall be responsible for the direction and coordination of medical
programs.” Please identify the name(s) of same for the proposed ODC, affirm that the
physician(s) is licensed to practice medicine in Tennessee. If possible, a CV for the
physician(s) would be helpful.

Response: Dr. Sridhar “Sri” Shankar is our current medical director of medical imaging. His
CV is attached as Supplemental Specific MRI 7.e.

Please briefly describe the plan for imaging interpretation services by a licensed

Tennessee physician(s). Will this be provided by staff physicians, by contract with
radiologists, or some combination of same?
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Response: Interpretation of all images at the ODC will be provided by UTMG Radiologists.
There will be a Professional Service Agreement between the Radiologist and the ODC.

Item 7(f): Is the hospital’s MRI imaging department ACR accredited? Please briefly
describe what is included in ACR ‘accreditation, noting whether or not it applies equally,
or in part, to the physicians, the facility, the equipment or all the above. If the MRI
equipment applies, is the 1.5 Tesla MRI unit that will be acquired ACR accredited?
Please clarify.

Response: Regional One Health, and therefore its radiology department, is JCAHO accredited.
The Applicant, as a free-standing outpatient diagnostic center, will pursue ACR accreditation for
specific modalities. ACR accredited modalities will include MRI, CT, US, and Mammography.
Please see Supplemental Specific MRI 7.f for a synopsis of ACR accreditation procedures for

these modalities.

TItem 7(g): A copy of a draft transfer 4greement or letter of intent between the applicant
and Regional One Health would be helpful for this response. Additionally, the applicant
might comment on whether or not any other hospitals located closer to the proposed ODC
are being considered as a potential emergency transfer facility. In your response, please
affirm that the physician medical director will be an active member of the hospital(s)
medical staff.

Response: Obviously, in case of emergency, we will stabilize the patient and transfer to the
nearest tertiary facility. As a controlled subsidiary of Regional One Health, the Applicant will be
able to access hospital transfer agreements to other hospitals for emergencies. Therefore, there
will be no separate transfer agreements for the Applicant. The medical director will be an active
member of Regional One Health’s medical staff.
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2 Section C, Need, Item 1 (Project Specific Criteria-Gutpatient Diagnostic Centers)

ltem 1: It appears that the service area of the hospital is based on patient days. In lieu of
same, please describe the service of the proposed ODC with MRI based on patient origin
of the hospital’s outpatient MRI service line or its outpatient imaginig department.

Response: Our projection methodology was, in part, based on a historical growth analysis, but
we also incorporated an assessment of suppressed demand.

Specifically, we first sought to establish a baseline of total demand (Actual and Suppressed) for
routine outpatient MRI services at Regional One Health. Note that Outpatient volumes reported
to HSDA and in JAR-H merge routine outpatient MRIs and emergency/trauma outpatient MRI

volumes.

e We first isolated routine outpatient MRIs from emergency/trauma outpatient volumes in

* order to assess historical growth rates for the types of patients who would be served at the
ODC. As shown in the following chart, from 2010 to 2013, routine outpatient MRI
procedures grew by 34% -- a compound annual growth rate (CAGR) of 10.5% across this
3-year period.

e We also incorporated the Radiology Department’s study of “no show” volumes for
outpatient MRI. The *No Show™ rate averaged 15% across the past several years. This
high rate reflects the growing pressure on the one MRI unit at the Hospital that is serving
all of Regional One’s patients and is running at 125% of what HSDA defines as
maximum capacity. Scheduling waits are often long and high intensity inpatients and
emergency/trauma patients needing MRIs frequently “bump” scheduled routine
outpatients.

e The following chart presents this initial analysis of Total Demand (Actual and
Suppressed) for MRIs by Regional One Health patients.

Actual Expressed and Suppressed Demand

For Qutpatient MRI
at The Regional Medical Center
s | oo
2010 | 2013 Total o e
Growth® Growth Rate
T YCAGR)
Actual MRI Procedures 1,391 1,865 34.0% 10.5%
Plus: Estimated No- 582 715
Shows
TOTAL Demand for
MRIs at Regional One | 1,973 | 2,580
fealth System

s shown in the next chart we projected MRI procedure volumes at the proposed ODC as
follows: :
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¢ Utilizing 2013 as our base year, we assumed that 75% of routine outpatients would be
scanned in the future at the proposed ODC at the Kirby Building.

¢ Further, we project that 75% of Regional One’s routine scheduled outpatients who are
now “no shows” can be recovered as the result of providing timely service in a
convenient, outpatient-friendly location.

e Finally, we assumed that historical growth rates at the Regional Medical Center for
routine outpatient MRIs would continue into the future ODC setting.

PROJECTED MRI VOLUMES AT THE KIRBY ODC

10.5% Historical CAGR Continues
1 If 2nd MRI Unit | =L PROJECTED
Were Available Now YRI1 YR2 YR3 YRA4
2013 Kst.
winpti . 201 20
Assumptions BASE 2014 2015 016 017 2018
75% of Hospital Qutpatient 110 1 cag 702 | 1 Q =
Utilization is Decanted to Kirby g Lol YL I8 2455 230
75% of No Shows are Recovered 536 593 655 724 | 799 883
Total Projected Demand At | 935 2,138 | 2,363 | 2611 2.885| 3,188
Kirby OBDC

Please also provide the requested utilization projected four years into the future using
available population figures.

Response: See chart above for these projections.

Item 2: As the applicant may be aware, there is additional MRI capacity being added to -
the service area based on LeBonheur Children’s Hospital, CN1311-042A (outpatient
department of hospital), Baptist Memorial Hospital for Women, CN1211-058A, and a
pending application — West Tennessee Imaging, CN1403-008 (ODC with MRI). All 3 of
these sites are within 6 miles of the proposed ODC. Based on this and other providers
near the applicant, please discuss further why MRI capacity is not adequate or why
special circumstances may apply to this project.

Response: The need for additional MRI services is based, in large part, on the need for more
services at Regional One Health. Since our existing MRI is operating at a rate that is over
capacity (and in excess of the guidelines), we have a need for an additional MRI. The question
was whether or not to install a M MR af Regional One Health. For all of the reasons given in
the application, the most 1mp01tan1 of which was patient convenience, the decmon was reached

to place this additional MRI in an outpatient setting.
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Utilization of MRIs in other locations and by other providers will not impact our need. In
reference to the 3 projects noted above: (1) this facility is 16.8 miles from our proposed ODC,
services at our ODC will not be directed at children only, and the Applicant will not provide
services to anyone under 14 years of age; (2) services at our ODC will not target primarily
women’s services; and (3) that project is not for additional services, but is merely “moving”

RPN

existing services to a new location.

Please see Supplemental BILA.1. The top chart adds requested mileage information from the
various existing MRI units in Shelby County to the site of our proposed ODC. The bottom chart
shows the CON-approved MRIs since 2012. Again, please note that the West Tennessee
application (scheduled to be heard at the June, 2014 meeting of the HSDA) is not adding an
MRL

Also Supplemental B.II.A.4 is a two-page chart of Health Care Providers that Utilize MRIs, as of
06/28/2013, which is the latest information from the HSDA website. Physical addresses from

this document were utilized to compute approximate mileage differences from our proposed
ODC. Again, we utilized Google Maps to estimate mileage. - '

Item 3(c)(1): Please also briefly describe the responsibilities assigned, to the medical
director and/or on-site physicians for patient emergencies, such as handling of patient
transfers in the event of an emergency.

Response: The Medical Director will be responsible for the following:
e Appropriate staffing of professional services for the ODC,
Maintenance of optimal image quality for all modalities
Monitoring patients undergoing examinations
Provide stabilization of patients in the event of adverse reactions or patient emergencies
Will arrange for transfer of patients o the nearest hospital if an emergency arises
Will ascertain that appropriate emergency medical supplies are available and dated
appropriately
¢ Will interact with physicians and patients if there are conflicts that arise or medical issues
that arise in the course of interpretation of images
e Conduct appropriate “peer review” by regular, scheduled review of colleagues

interpretations

Q‘ll‘ﬂ.
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10.  Section C, Need, Item 3 (Service Area).

The applicant states that the proposed ODC’s primary service area consists of Shelby
County on the basis of similarity to the hospital’s service area. However, HSDA records
reflect that residents of Shelby County averaged approximately 71% of total hospital
MRI procedures in 2012 and 73% in 2011. As such, it appears that the MRI service area
may differ from the hospital’s general outpatient service area based on the difference
from the 80% within 20 minute driving time factor noted on page 11 and page 21 of the
application. Given your comments on page 11 pertaining to the internal zip code patient
analysis, please discuss and clarify in more detail.

Response: Actual routine outpatient patient origin percentages for 2013 show that Shelby
County accounts for 90% of MRI routine outpatient volume and 90% of all routine outpatient

imaging volume at Regional One Health.

The reason for the difference in percentage from w‘1at the HSDA is reporting is that the HSDA is
showing TOTAL MRI volumes -- these include Inpatient MRI, Emergency/Trauma MRI, and
Routine Outpatient MRIs. The fact that the Hospital is Western Tennessee's State- deswnated
Regional Trauma Center, Burn Center, and Neonatal/Perinatal High Risk Maternal-Infant Center
accounts for a much larger draw for Inpatients and Emergency/Trauma patients for all imaging
modalities. For scheduled, routine outpatient imaging volumes (including MRI), patient draw 1s
far more localized. We would expect that the draw of the ODC at Kirby would be consistent
with the routine outpatient draw.

Please see Supplemental C.Need.l.’

Discussion of the new applicant ODC’s proposed service area (Shelby County) appears to
be based on its similarity to the service area of the hospital in terms of patient origin as
measured by hospital admissions/discharges. However, review of HSDA records for
MRI equipment revealed that Shclby County residents accounted for approximately
1,621 of or 39% of 4,131 total MRI procedures in 2013, 71% of 4,491 total hospital MRI
procedures in 2012, and 73% of 3,927 total hospital MRI proceduxes in 2011.

Response: Actual routine outpatient patient origin percentages for 2013 show that Shelby
County accounts for 90% of MRI routine outpatient volume and 90% of all routine outpatient

imaging volume at Regional One Health.

The reason for the difference in percentage from what the HSDA is reporting is that the HSDA is
showing TOTAL MRI volumes -- these include Inpatient MRI, Emergency/Trauma MRI, and
Routine Outpatient MRIs. The fact that the Hospital is Western Tennessee's State-designated
Regional Trauma Center, Burn Center, and Neonatal/Perinatal High Risk Maternal-Infant Center
accounts for a much larger draw for Inpatients and Emergency/Trauma patients for all imaging
modalities. For scheduled, routine outpatient imaging volumes (including MRI), patient draw is
far more localized. We would expect that the draw of the ODC at Kirby would be consistent

pect
with the routine outpatient draw.

Please see Supplemental C.Need. 1.
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Based on this data and the 17 mile distance between the hospital and the applicant ODC,
it may be helpful to have an appreciation of the proposed ODC’s service area based on
proximity to both the hospital and the proposed ODC. As a suggestion, the applicant
may wish to illustrate the hospital’s MRI utilization using the following table or a
variation of same that using only zip codes :

Patient Location of
Residence

MRI
procedures of
ODC (as 2 %
of total)

MRI
procedures of
hospital (as a
% of total)

Shelby County — zip
codes within 5 to 14
mile radius of ODC

Shelby County — zip
codes within 15 plus
radius of GDGC,

Shelby County -—zip
codes 15 miles or
more from ODC

Next highest county ,
| etc

Other States

Total

Response: Please see Supplemental C.Need. 1, which shows the zip codes in Shelby County of
those locations from which we anticipate our ODC patients. Note that this chart indicates three

“service areas:” a p

rimary service area, secondary service area, and other Shelby County service

area. In effect, these are three sub-sets of our Primary Service Area (as defined in the CON
application process), which is Shelby County.
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i1. Section C. (Need) Item 4 (Socio-Demographic Information of the Service Area)

Your response to this item is noted. Please condense information provided in the
response & attachments by completing the following table using data from the
Departiment of Health website, Certificate of Need enrollee data from the Bureau of
TennCare, and demographic information from the US Census Bureau:

Variable Shelby | Tipton | Sve Area | TN Total
65 + Pop. 2014 108,570 8,042 | 116,612 981.984
65+ Pop. 2018 124,946 9,367 | 134,313 1.102.413
Age 65+, % Change 15.1% | 16.5% | 15.2% 12.3%
Age 65+, % Total 13% 14% | 13% 16%
Total Pop. 2014 943,812 | 63,865 | 1,007,677 | 6,588,698
Total Pop. 2018 954,012 | 67,545 | 1,021,557 | 6,833,509
Total Pop. % Change 1.1% 5.8% | 1.4% 3.7%
TennCare Enrollees 229280 | 11,681 | 240,961 | 1,207,604
TennCare Enrollees as a % of Total 243% | 18.3% | 23.9% 18.3%
‘Median Age 34.0 36.0 38.0
Median Household Income 44705 | 51,847 | 43.314
Population % Below Poverty Level 19.7% | 14.0% | 19.3% 16.5%

Response: Although not in our primary service area, data for Tipton County was included in the
above chart since it was requested by the reviewer. Our primary service area is Shelby County,
even though patients from outside Shelby County will be seen if referred. See above chart.
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12. Section C. (Need) Item 5.

The table in Attachment B.IL.A.2 is noted. It would be helpful to (a) add the number of
MRI unit(s) by provider to the table and (b) include estimated distances to the proposed
applicant’s ODC with MRI. Please also include the names of providers with recently
approved but unimplemented certificates of need for MRI units.

Response: It is assumed the reviewer meant Attachment B.11A.1 (MRI Utilization), instead of
Attachment B.ILA.2 (CT Utilization). This chart was included in response to the application
request for historic utilization of MRI uniis. Therefore, the utilization given was from the HSDA
Medical Equipment registry for 2010 — 2013 (as of 06/28/13). The number of MRI unit(s) in
2012, by provider, is included on this chart. Utilization data for 2012 will not change.
Supplemental B.ILA.] includes estimated distances to our proposed ODC. These distances are
reported by Google Maps. The two approved MRIs referenced earlier are added to this
attachment at the bottom of the page (obviously, with no utilization). Supplemental BIlA4isa
printout of the equipment registry addresses from the HSDA, just in case the reviewer wants to
know which addresses we utilized for comparing distances.

Per review of the table provide-d in Attachment B.ILA.2 and HSDA records, please note
that the MRI utilization of Shelby County providers was 110,952 total procedures in 2012
(approximately 99% of the 2,880 procedures/year MRI standard). Some updates have

been provided to HSDA by area providers. As a reference, please see the table below.
Please contact Alecia Craighead, Stat III, HSDA at 615-253-2782 to discuss revision of

the table in the manner requested.

MRI Provider Utilization in Shelby County, 2010- 2613

Year # MRI units | Total MRI Average | As a % of 2880
Procedures per unit MRI Standard

2013 40 99,600 *

2012 39 110,952 2,844 99%

2011 38 113,591 2,990 104%

2010 36 109,787 3,050 106%

e Note: HSDA has not received reports from St Jude and Delta

Response: The Applicant agrees: with incomplete data, it appears the 2013 Shelby County
average utilization per MRI unit cannot be computed.

The need for additional MRI services is based, in large part, on the need for more services at
Regional One Health. Since our existing MRI is operating at a rate that is over capacity (and in
excess of the guidelines), we have a need for an additional MRI. The question was whether or
not to install a 2™ MRI at Regional One Health. For all of the reasons given in the application,
the most important of which was patient convenience, the decision was reached to place this
additional MRI in an outpatient setting. Utilization of MRIs in other locations and by other

providers will not impact our need.
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13. Section C, Need, Item 6
The methedology used to project utilization of the proposed ODC is noted.
However, on pages 31 and 32, the MRI utilization of the hospital (Regional One Health
located at 877 Jefferson Ave in Memphis), appears to differ from what has been reported

(o the HSDA Medical Equipment Registry. As a reference, please note the table below
and clarify the discrepancies for the periods indicated.

MRI Utilization, Regional One Health, Memphis, Tennessee

 Year Reported to HSDA | Applicant-page 31 | Applicant — page32
2013 4,131 4,766 - 4,766
2012 4,491 4,491 4,491
2011 . 3,927 3,927 . |1 4,412
2010 3,733 Not noted 3,882

Response: Unfortunately, there were MRI utilization reporting errors, at Regional One Health
that we discovered while preparing this application. After a fairly exhausting review, we believe
that the numbers we reported in the application are correct (3,882, 4,412, 4,491, and 4,766 for
years 2010 —2013). We had a similar situation in the past with our outpatient surgery utilization,
where one year was reported incorrectly on our JAR. The Department of Health officials who
‘maintain JAR reports advised it was not important to update “old” JAR reports at that time.
Therefore, we have made no effort to correct the JAR.” The Applicant will revise any report as
necessary to correct any errors we may have caused on the HSDA Equipment Registry Report.

The applicant projects future need/demand for diagnostic services at the same rate that
utilization of these services has increased at the hospital. According to HSDA records,
the hospital’s total inpatient and outpatient MRI utilization increased by approximately
5.2% between (sic) 2011 to 2013. This rate appcars similar to the average rate of
increase (6% per year) that is noted in your table on page 32. It also appears to be similar
to the hospital’s outpatient MRI rate of increase of 8% from 2,320 procedures in 2011 to
2,513 procedures in 2013 (hospital Joint Annual Report). Assuming an average 8%
annual increase, the hospital’s outpatient MRI volumes may reach approximately 2,715
OP procedures in 2014, 2,932 OP procedures in 2015 and 3,166 procedures in 2016
(applicant’s first fuil year of operations). Based on this utilization, it is unclear how the
hospital’s outpatient volumes would provide the additional utilization to support the
proposed ODC at the MRI amounts projected for Year 1 and Year 2. Please clarify.

Response: Our projection methodology was, in part, based on a historical growth analysis, but
we also incorporated an assessment of suppressed demand.

Specifically, we first sought to establish a baseline of total demand (Actual and Suppressed) for
routine outpatient MRI services at Regional One Health. Note that Outpatient volumes reported
to HSDA and in JAR-H merge routine outpatient MRIs and emergency/trauma outpatient MRI
volumes.
¢ We first isolated routine outpatient MRIs from emergency/trauma outpatient volumes in
order to assess historical growth rates for the types of patients who would be served at the
ODC. As shown in the following chart, from 2010 to 2013, routine outpatient MRI
procedures grew by 34% -- a compound annual growth rate (CAGR) of 10.5% across this
3-year period. '
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e We also incorporated the Radiology Department’s study of “no show” volumes for
outpatient MRI, The “No Show” rate averaged 15% across the past several years. This
high rate reflects the growing pressure on the one MRI unit at the Hospital that is serving
all of Regional One’s patients and is running at 125% of what HSDA defines as
" maximum capacity. Scheduling waits are often‘long and high intensity inpatients and
emergency/trauma  patients needing MRIs frequently “bump” scheduled routine
outpatients.

o The following chart presents this initial analysis of Total Demand (Actual and
Suppressed) for MRIs by Regional One Health patients.

Actual Expressed and Suppressed Demand
For Outpatient MRI
at The Regional Medical Center

3-Year Cizzou;ld
2010 | 2013 Total e
, Crowth% Growth Rate
A °| (CAGR)
Actuzal MRI Procedures | 1,391 1,865 34.0% 10.5%
Plus: Estimated No- 589 715
Shows
TOTAL Demand for

MRIs at Regional One | 1,973 | 2,580
Health System

As shown in the next chart we projected MRI procedure volumes at the proposed ODC as
follows:

e Utilizing 2013 as our base year, we assumed that 75% of routine outpatients would be
scanned in the future at the proposed ODC at the Kirby Building.

¢ Further, we project that 75% of Regional One’s routine scheduled outpatients who are
now “no shows” can be recovered as the result of providing timely service in a
convenient, outpatient-friendly location.

¢ Finally, we assumed that historical growth rates at the Regional Medical Center for
routine outpatient MRIs would continue into the future ODC setting.
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PROJECTED MRI VOLUMES AT THE KIRBY ODC

| 10.5% Historical CAGR Continues
| If2nd MRY Unit | PROJECTED

Were Available Now YRI1 YR2 YR3 YR4

. 2013 - Est. .y , o

Assumptions BASE 2014 2015 2016 2017 2018

75% of Iospital Outpatient -
Utilization is Decanted to Kirby 1’3?9 L546] 1,708 -1887] 2,085) 2,304
75% of No Shows are Recovered 536 593 655 724 799 883
Total Projected Demand At 1,935 2,138 | 2363| 2,611| 2,885| 3,188
Kirby ODC

In your response, it may also be helpful to quantify the impact to the hospital’s MRI
utilization by showing the amounts that are expected to shift to the proposed ODC (e.g.
some # or percentage of inpatient and outpatient MRI procedures) and fo identify the
hospital’s estimated MRI utilization in Year 1 and Year 2 of this project. Please
complete the table below to help illustrate the MRI utilization trend of the applicant and
the hospital:

Provider 2011 2012 2013 2014 (Est) Year 1 Year 2
Applicant ODC
Hospital

Respeonse: Please see following chart:

[ Provider 2011 2012 2013 2014 (Est) | Year 1 Year 2
Applicant ODC 2.363 2,611
Hospital 4,412 4,491 4,766 4.600 3.365 3.365
Combined ODC -

& Hospital 4,412 4,491 4,766 4,600 5,728 5.976

Between 2012 and 2013, Inpatient MRIs at the Hospital increased by 16%. from 1,947 in 2012 to
2,235 scans in 2013. For the same period, MRIs referred from the Emergency/Trauma increased
by 10% from 387 scans in 2012 to 648 in 2013. Inpatient MRI and Emergency/Trauma MRI
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demand has been gradually crowding out routine Outpatient demand. When the proposed MRI

unit at the ODC is open, continued growth in inpatient and emergency demand could be

accommodated at the Hospital.

Despite ‘these high historical MRI growth rates, for the chart above, we froze the Hospital’s
combined Inpatient and Emergency/Trauma MRIs at their actual 2013 levels of 2,901 procedures
and added 25% of 2013 actual outpatient volume which would be expected to remain at the
Hospital. By Year 2, average utilization of the two units is 2,988 MRI procedures which exceeds
HSDA’s target for operational efficiency.

Inpatients and emergency/trauma patients scanned at the Hospital are of higher intensity than
routine outpatients. It takes significantly extra time to scan patients who may be on monitors,
have IVs, etc. These patients tie up MRI resources, making them less available to the routine
outpatients referred from the clinics. As shown in the previous table, even with the new unit at
the ODC to provide for the majority of outpatient volumes, we expect to have very constrained
capacity to accommodate growth. '

. Using the top 10 primary MRI common procedure terminology codes (CPT) illustrated in
Attachment B.IL.A.3, please add a comparison of the applicant’s projected MRI
utilization to the hospital’s most recent 12-month MRI utilization. Please discuss the
rationale for any significant differences by procedure type, such as those that may arise
from new sources of referrals from physicians located near the proposed ODC at 6555

Quince Road.

Respomse: We did not project MRI volumes by CPT code for our ODC. Our anticipated
volumes were based on prior utilization and percentage of increase in total volumes. The only
CPT illustrations noted were in response to the CON question that requested the most common
MRI procedures by CPT code.

We do not expect a substantial difference in the MRI utilization mix of the ODC versus the
routine outpatient utilization mix of the Hospital. Our objective is to accommodate excess
utilization of our current MRI unit to be more responsive to our current patients and our current
referring physicians. We have not considered utilization from new referral sources.

Please complete the following table illustrating the hospital’s payor mix in 2013 and the
applicant’s projected payor mix. Please briefly discuss any similarities/differences

projected for the proposed ODC:

Page 21



Certificate of Need Application CN1406-024L 80
Regional One Health Imaging, LLC

Regional One Health’s MRI Payor Mix
Payor Hospital Hospital Applicant Applicant
MRI as a % total ODC CbC
Procedures MRI MRIE as a % of
-2013 Procedures | Procedures total MRI
- ~Year 1 Procedures
Medicare 326 18% 591 25%
TennCare/Medicaid 415 22% 591 25%
Commercial Insurance 259 14% 945 40%
Private Pay /Other
(includes Shelby County
Corrections) ' 864 46% 236 10%
Total 1,865 "100% 2,363 100%
Estimated 2013 Suppressed
Demand = Lost MRIs "NO-
SHOWS" & “Referred But 715
Never Scheduled”
REVISED TOTAL QP
MRI BEMAND of
Regional One Health 2,560
) Patients

Response: See chart above. Long waits to receive care and “bumping” of routine outpatient
MRIs in favor of inpatients and Emergency/Trauma patients at the Hospital is assumed to be a
particular deterrent to our referred MRI patients with reimbursement coverage. This has created
suppressed demand among Regional One’s patients. With Regional One’s addition of the second
MRI unit, it is projected that at least 75% of what had been MRI suppressed demand will be
served at the Kirby ODC. It is projected that the payor mix for MRI at the ODC will differ from
that of the hospital in several important ways:

e Medicare percentage is projected to be higher at the ODC compared to at the hospital. In
addition to lowering the risks of long scheduling waits and “bumping,” the ODC’s
convenient parking, ecasy canopied drop-off, and accessible location of imaging within
the Kirby building in relation to parking is considered to be a “draw” for our older
patients who avoid the Hospital’s dark parking garages and long walks to reach the
Hospital’s Radiology Department.

o TennCare/Medicaid percentage is projected to be roughly the same. The difference is not
material and is largely due to rounding in making projections.

« Commercial Insurance percentage is projected to be higher at the ODC largely due to the
convenience of location, parking, and the priority given to the scheduling of outpatients
and the capability of honoring scheduled routine MRIs.

« Private Pay/Other is projected to be lower at the ODC for several reasons:
- Shelby County Corrections Department patients accounted for more than 100
outpatient MRIs in 2013. Prisoners will continue to be served at the Hospital
which has the appropriate security facilities.
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_ While the ODC will be more convenient for patients with cars, the Center may be
Jess accessible for some patients who rely on public transportation. These self-
pay patients will continue to be served at the Hospital.

- Certain patients receiving care at the Clinics located in the Hospital may be
scheduled for multiple tests and therapies on the same day, making an MRI
downtown more convenient. '

~ The decanting of outpatient volumes from an overloaded MRI unit at the hospital
to the new unit at the ODC will make scheduling these patients at the Hospital
more convenient, timely, and responsive.
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14. Section C. Economic Feastbility, [tem 1 (Project Costs Chart)

The chart is noted. The comparison to hospital renovation projects is unclear given the
difference between facilities. It would be helpful if the applicant could reference other
similar projects of this type. As a suggestion, please contact Alecia Craighead for

assistance.

Response: Alecia Craighead of your office agrees with your comment that there have not been
enough ODCs to identify average and/or quartile costs. With that said, our estimated project
construction cost of $54.29 is much lower than the costs charted above.

Even when considering the fact that the Landlord will pay for additional Tenant Improvement as
part of the lease, the total cost per GSF is only $164.29, which is in the mid-range for the other
reported project costs listed above.

The comments on page 13 about projected equipment & property costs are noted. To
complement same for purposes of this item, please briefly describe the methodology used
to identify the amounts of the imaging equipment and lease costs over the life of their
leases and compare to their Fair Market Value amounts. In your response, please provide
documentation of the Fair Market Value from both the equipment vendor and the MOB
property owner (or document from real estate appraiser, if necessary).

Response: All of this information was included on page 20 of the application, and is replicated
below. The Applicant made the logical assumption that the Purchase Price of the equipment
would be the Fair Market Value. Please see following chart:

Purchase Term Meonthly

Equipment Price (Mos) Payment Total Cost
MRI Optima MR 450w | $1,069,686.95 | 84 $13,100.00 1,100,400
CT Goldseal Brightspeed Elite 16 | $306,350.99 60 $5,000.00 300,000
Mammo | Senographe Care $280,910.85 60 $4,500.00 270,000
X-Ray | Goldseal Precision 500D $315,000.00 60 $5,100.00 306,000
s Logiq B9 $144,000.00 | 36 $3,600.00 129,600

Package Pricing ' $2,115,948.79 $18,200.00 2,106,000

The expected useful life of the above equipment is 7 to 10 years.

The quote from the equipment vendor is noted. However, the quote is scheduled to
expire in July 2014. Please note that the agreements between the parties must be in effect
on the date that the application will be heard by HSDA (September 2014 at earliest).

Response: Please see Supplemenial B.ILE.3.

Page 24



Certificate of Need Application CN1406-024L83 U ENTAL #1
June 25, 2014

Regional One Health Imaging, LLC
8:21 am

Please briefly describe the responsibilities the contractor and the equipment vendor will
have in preparing space in the proposed ODC for installation of the MRI equipment in
accordance with all applicable safety and building codes.

Response:  Architectural ‘programming and preliminary planning have been provided by
American Program Management (APMT), an experienced healtheare - Program Manager
representing Regional One Health. The architect/engineer of record for the project is The Crump
Firm of Memphis, Tennessee, an experienced healthcare designer charged with designing the
project to comply with all applicable safety and building codes. Information provided by the
equipment vendors will be incorporated into the Construction Documents and Specifications.
The contractor will be responsible for all construction in accordance with the Construction
Documents. Construction Administration services will be provided by the project manager, the
architect, the engineer and APM’s project manager.
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15.  Section C, Economic Feasibility, Item 4 (Historical Bata Chart)

Given the applicant’s relationship to the hospital owner, please provide a historical data
chart for the hospital’s MRI service and/or imaging depaﬁment if possible, for the most
recent full 12-month fiscal year period.

Response: Unfortunately, the hospital does not compile information in the format requested.
The hospital does not have, in effect, discreet outpatient financials for the imaging department
and/or MRI utilization that would be comparable to what is proposed at the ODC. The hospital
can track direct expenses for an entire department, such as inpatient, outpatient, and ER.
However, the hospital does not track net operating revenue, indirect expenses, or-income by

department.
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16. Section C. (Economic Feasibility) Question 4 (Projected Data Chart)

Please also provide a Projected Data Chart for only the MRI service of the proposed
ODC.

Response: Please see attached Supplemental MRI PDC (Projected Data Chart for the MRI
service for Years 1 and 2). Please note that this chart tracks revenue only, as there is no way to
compute the expenses for MRI procedures, only. A comparison of this chart with the total
project Projected Data Chart (already submitted) indicates that MRI procedures will account for
approximately 54.6% of the gross revenue for this project. Making the assumption that MRI
expenses will be the same percentage (and the Applicant does not make this assumption), Net
Operating Income Less Capital Expenditures would be 54,6% of the total project’s respective
numbers, or, approximately $116, 463 and $24,611 in Years 1 and 2.

How many unduplicated patients and imaging procedures account for the $131,707 and
$158,049 amounts projected for charity care of the full project in the first and second
years of the project (please provide for éach service type of the ODC - MRI, CT,

Ultrasound and Fluoroscopy)?

Response: We computed. charfty care by a percentage of revenue (5%). Aljplyiﬁg that
percentage to the new utilization chart yields the following:

' ODPC  Charity ~ ODPC  Charity
Outpatient Procedure Year 1 Pts Yrl Vear2 Pts¥Yr2

MRI 2,363 119 2,611 131
CT 1,545 78 2,237 112
All Other 8.671 434 10247 513
Total Volume [ 12,579 ] 631 15,095 756 |

Are the costs for imaging interpretation services by qualified physicians reflected in the
Projected Data Chart? If so, please identify the amounts & briefly describe the
arrangements that may apply. If not, please explain how physicians who provide imaging
interpretation services will be compensated.

Response: It is anticipated we will have a Professional Services Agreement with UTMG. They
will provide services for 18% of the gross collections minus the cost of billing. Global bills will
be sent by the ODC. The percentage of collections allocated through the PSA will be reviewed
every year and adjusted based on the technical and professional components of the Medicare fee

schedule.

Since the imaging equipment will be leased, what is being depreciated in the chart at the
rate of $100,703 per year (Item D.5)?

Response: This is the anticipated amortization of the $518,350 equipment that is being
purchased (Please see Project Costs Chart, Item A.7). : '
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17. Section C. (Economic Feasibility) Item S and Item 6.B

Please note the updated HSDA chart for MRI and CT Gross Charges per
Procedure/Treatment by quartiles for years 2010 through 2012 in the following table and
compare to the gross charges of MRI and CT services of the proposed ODC:

Gross Charges per Procedure/Treatment

By Quartiles
YEAR = 2012
Eguipment Type 1st Quartile Median 3rd Quartile
CT Scanner $873.14 $1,735.22 $2.,656.97
MRI $1,580.35 $2.106.03 $3,312.48

Source. Medical Equipment Registry — 12/06/2013 )

Response: As reported in the application, there are no historical charge rates for the Applicant.
It is,projected that average patient charges for Year 1 (considering ALL procedures) will be:

Average Gross Charge/Patient: $555
Average Deduction/Patient $ 366
Average Net Charge/Patient $ 188.

It is projected that average patient charges for Year 1 (MRI only) will be:

Average Gross Charge/Patient: $ 1,794
Average Deduction/Patient $1,185
Average Net Charge/Patient $ 609.

In addition, it is projected that average patient charges for Year 1 (CT only) will be:

Average Gross Charge/Patient: $ 750
Average Deduction/Patient $ 495
Average Net Charge/Patient $ 255.
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18. Section C, Economic Feasibility, [tem 10

The alternatives are noted. Based on Regional Health One’s participation in the proposed
ODC, was any consideration given to sharing MRI services through a shared space
arrangement with the hospital or entering into a shared arrangement with another existing
MRI provider in Shelby County? Please clarify.

Response: No. The need for additional MRI services is based, in large part, on the need for
more services at Regional One Health. Since our existing MRI is operating at a rate that is over
capacity (and in excess of the guidelines), we have a need for an additional MRI. The question
was whether or not to install a 2™ MRI at Regional One Health.  For all of the reasons given in
the application, the most important of which was patient convenience, the decision was reached
to place this additional MRI in an outpatient setting. Utilization of MRIs in other locations and

by other providers will not impact our need.
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19.  Section C, Contribution to Orderly Development, Item 3.

The staffing estimate of employees noted by the applicant on page 53 is approximately
four (4) full time equivalents at an annual total combined base salary of $240,000.
Adding benefits @ 35%, the total annual amount is approximately $324,000. When
compared to an average projected salary and wage expense of approximately $571,200 in
Year 1 increasing by 13.3% (o $647,170 in Year 2, what staff account for the balance of
the projected salary cost for the project? Please clarify.

Response: The CON application requests FTE and salary information for “...all employees
providing patient care for the project.” (emphasis added). Therefore, only those employees (who
provide patient care) were included in the salary and FTE charts. Administrative positions
(manager, reception, etc.), not asked for in the application, account for the difference.
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20.  Development Schedule

The schedule has an Agency hearing date of September 24, 2014. In reviewing the
schedule further, it is unclear why the applicant would plan on completing the activities
noted in items 1 — 6 of the schedule before the HSDA Agency meeting (activities include
obtaining a building permit and beginning construction on 9/10/14). Please clarify.

Response: Please see a revised Project Completion Forecast Chart.

Please revise & resubmit the schedule as a replacement page to the application. Note:
please also change the hearing date on the schedule from November 2012 to September

2014.
Response: Please see a revised Project Completion Forecast Chart.

According to 68-11-1607(i), “The owners of the following types of equipment shall

© registér such equipment with the health services and development agency: computerized
axial tomographers, lithotripters, magnetic resonance imagers, linear accelerators and
position emission tomography. The registration shall be in a manner and on forms
prescribed by the agency and shall include ownership, location, and the expected useful
life of such equipment. The first registration of all such equipment shall be on or before
September 30, 2002. Thereafter, registration shall occur within ninety (90) days of
acquisition of the equipment. All such equipment shall be filed on an annual inventory
survey developed by the agency. The survey shall include, but not be limited to, the
identification of the équipment and utilization data according to source of payment. The
survey shall be filed no later than thirty (30) days following the end of each state fiscal
year. The agency is authorized to impose a penalty not to exceed fifty dollars ($50.00) for
each day the survey is late.”

Response: As reported in the application, the Applicant will provide all data contemplated by
this question.

In addition, please see attached tear sheet and affidavit for the public notice in the Commercial
Appeal.

ia]
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Regional One Health

June 11, 2014

Melanie Hill, Executive Director

Health Services and Development Agency
500 Deaderick Street, Suite 850

Nashville, Tennessee 37243

Re:  Regional One Health Imaging, LL.C, owned by
Shelby County Health Care Corporation, d/b/a, Regional One Health

Mrs. Hill,

I am the Chief Financial Officer for Shelby County Health Care.Corporation. Our latest
financials, submitted with our Certificate of Need application, show that we have sufficient
cash reserves to fund the $817,350 indicated cash portion of the project (plus working
capital required to absorb start-up losses). While the project totals over $5.3 million. the
balance of the project cost includes eleven years of facility rent and leasing/maintenance
costs for medical equipment.

This is to notify you that our cash reserves are both available and dedicated to this project.
Please contact me if you have any questions.

Si;uccreiy,

\ ’(9 bl L /E
L { 7 v frss I
A ke i/ ..:ﬂ& f\,

J. Richard Wagers, Jr.
Senior Executive Vice President & CFO

877 Jefferson Avenue regionalonehealth.org

Memphis, TN 38103
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UT Medical Group, Inc. - Sridhar Shankar, MD - Radiology
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Spechalty: Radisiogy

Locaticns:

Memphis Medical Center
Radiology

865 Jefferson, Chandler F150 ;
Memphis, Tennessee 38103-2807
Office: 901-448-6110 Em - o :
Fax: 901-302-2475 '

Certification(s): Dr. Shankar is board cerlified by the American Board of Radiology.

iedicat Degree: Caltutta Universit;f, Bankura Medical College, Bankura, West Bengal,

India

Intermship: Calcutta University, Bankura Medical College, Bankura, West Bengal, India

- YouliT

Residency: (Radiodiagnosis and Imaging) Postgradulate Institue of Medical Education and

Research, Chandigarh, India

Felfavships (interventional MRi) Brigham and Women's Hospital, Boston, Massachusetts;

(Oncoradiology) Dana-Farber Cancer Institute, Boston, Massachusetts

Speciaf nterest:

« Diagnostic Radiology

« Interventional Radiology .
. + MRl - Magnetic Resonance Imaging . B . .

= Oncoradiology

« Tumor ablation- radiofrequency and cryo ablation

« Ultrasound

Brofessional Memberships:

« American College of Radiclogy
« Radiological Society of North America
» Society of Radiologists in Ultrasound

Additionzl lnformations
« Fellows Ecucation Award, Harvard Msdical School
« Co-author and author of over 80 madical publications, presentsiions, ieciures, abstracts
and book chapters on radiology !
= Pser reviewer for several medical journals

« Extensive {szching and academic/ressarch experisnce.

http://www.utmedicalgroup.com/Doctors/index.php?staffID=357[6/24/2014 10:58:16 AM]
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1. The need for outpatient diagnostic services shall be determined on a county by
county basis (with data presented for contiguous counties for comparative purposes)

and should be prejected four years into the future using available population
figures.

Response: The Applicant’s primary service area is Shelby County. Approximately 88.5% of
the Applicant’s Owner’s patients who originate in Tennessee are from Shelby County, according
to recent JAR data. For example, Regional One Health provided 68,095 inpatient days to
Tennessee residents in 2011, with 60,247 originating from Shelby County. With that said, the
Applicant also provided care to patients from 31 total counties in Tennessee in 2011, and patients
. from at least 10 other states came to the Applicant for care in 2011. In addition to the 68,095

patient days provided to Tennessee residents, 22,677 inpatient days were provided to residents of
other states, bringing the total inpatient days to 90,772. While this data emphasizes the
“regional” nature of the Applicant’s service area, for Tennessee purposes, Shelby County is
primary service area of Regional One Health. As a wholly-owned subsidiary, the Applicant’s
service area will surely mimic that of the hospital.

Our projection methodology was, in part, based on a historical growth analysis, but we also
incorporated an assessment of suppressed demand.

Specifically, we first sought to establish a baseline of total demand (Actual and Suppressed) for
routine outpatient MRI services at Regional One Health. Note that Outpatient volumes reported
to HSDA and in JAR-H merge routine outpatient MRIs and emergency/trauma outpatient MRI

volumes.

e We first isolated routine outpatient MRIs from emergency/trauma outpatient volumes in
order to assess historical growth rates for the types of patients who would be served at the
ODC. As shown in the following chart, from 2010 to 2013, routine outpatient MRI
procedures grew by 34% -- a compound annual growth rate (CAGR) of 10.5% across this
3-year period.

e We also incorporated the Radiology Department’s study of “no show” volumes for
outpatient MRI. The “No Show” rate averaged 15% across the past several years. This
high rate reflects the growing pressure on the one MRI unit at the Hospital that is serving
all of Regional One’s patients and is running at 125% of what HSDA defines as
maximum capacity. Scheduling waits are often long and high intensity inpatients and
emergency/trauma patients needing MRIs frequently “bump” scheduled routine
outpatients.

e The following chart presents this initial analysis of Total Demand (Actual and
Suppressed) for MRIs by Regional One Health patients.
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Actual Expressed and Suppressed Demand
For Gutpatient MRI
at The Regional Medical Center

s | Comoms
2010 | 2613 Total o
Growth% Growth Rate
(CAGR)
Actual MRI Procedures 1,391 | 1,865 34.0% 16.5%
Plus: Estimated No- 580 715
Shows

" TOTAL Demand for
MRIs at Regional One | 1,973 | 2,580
Health System

As shown in the next chart we projected MRI procedure volumes at the proposed ODC as

follows:

Utilizing 2013 as our base year, we assumed that 75% of routine outpatients would be
scanned in the future at the proposed ODC at the Kirby Building.

Ful“[hel we plO_]eCt that 75% of Reg10na1 One’s routine scheduled outpatients who are
now “no shows” can be recovered as the result of providing timely service in a
convenient, outpatient-friendly location.

Finally, we assumed that historical growth rates at the Regional Medical Center for
routine outpatient MRIs would continue into the future ODC setting.

PROJECTED MRI VOLUMES AT THE KIRBY OBC

19.5% Historical CAGR Continues
If 2nd MRI Unit | . PROJECTED
Were Available Now YR1 YR2 YR3 YR4
) 2013 Est.
SEEEY i 3 3 Wl . ] 7 !
Assumptions BASE 2014 2015 2016 2017 2018
75% of Hospital Outpatient -
2 273
Utilization is Decanted to Kirby 5552 15546 LUt L84 2cs 200
75% of No Shows are Recovered 536 593 655 724 799 883
Fotal Projected Demand At 1,935 2,138 | - 2,363 | 2,611| 2.885| 3,188
Kirby ODC ’ ’
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2, Approval of additional outpatient diagnostic services will be made only when it is

demonstrated that existing services in the applicant’s geographical service area are
. not adequate and/er there are special circumstances that require additional services.

Response: The Hospital provides all of the stated services at its facility on Jefferson Avenue in
downtown Memphis. However, such diagnostic services are over-utilized at the Hospital due to
a combination of factors, including inpatient use, emergency patient use, and the fact that the
Hospital operates the third most active Trauma Center in the United States. Due to the high
demand at the Hospital, the scheduling of diagnostic services — especially elective services —
result in long wait times for patients and providers alike. The Applicant projects future
need/demand for diagnostic services at the same rate utilization of these services have increased

at the Hospital. Therefore, additional diagnostic services are needed, and it was deemed prudent

to open up an ODC in a more convenient location for outpatients. The Hospital already has the
MOB under lease, and sufficient space is available on the first floor of that building for the ODC.

3. Any special needs and circumstances:

a. The needs of both medical and outpatient diagnostic facilities and services
must be analyzed.

Respomse: Please note response to #2 above. In addition, according to the U.S. Department of
Health and Human Services, there are 58 Medically Underserved Area tracts in Shelby County.
In addition, the same source shows that there are 113 census tracts that are Health Professional
Shortage Areas. See Attachment C.Need 4.B.

Further, charts provided in the application show that Shelby County has a high percentage of
racial minorities, and both per capita income and average household income for Shelby County
compare favorably with both Tennessee and the nation. Regional One Health accepts all patients
who present for care, irrespective of their ability to pay, as will the Applicant. The approval of
this project will only enhance the care delivered to all patients at Regional One Health and
through its subsidiary, including minorities and low income patients.

b. Other special needs and circumstances, which might be pertinent, must be
analyzed.

Response: Please note response to #2 above. In addition, according to the U.S. Department of
Health and Human Services, there are 58 Medically Underserved Area tracts in Shelby County.
In addition, the same source shows that there are 113 census tracts that are Health Professional

Shortage Areas. See Attachment C.Need 4.B.

Further, charts provided in the application show that Shelby County has a high percentage of
racial minorities, and both per capita income and average household income for Shelby County

compare favorably with both Tennessee and the nation. Regional One Health accepts all patients

#1
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FY2013 PATIENT ORIGIN FOR OUTPATIENT IMAGING MODALITIES

SHELBY COUNTY
a . : . All Other .
IMAGING MODALITY eﬂ':fiif’:zea Esasspt} Othf;fnq(;'by STHOE-I;_ZLY Areas | Crand Total
Bl Southeast T COUNTY
MRI 69% 8% 18% 96% 4% 100%
CT Scan 60% 8% 22%) 90% 10% 100%
Diagnostic Radiology 59% 8% 22% 89% 1% 100%
iammography 81% 9% 9% 99% 1% 100%
Medplex Outpat Radiology 55% 8% 27% 90% 10% 100%}
Nuclear Medicine 76% 7% 14% 97% 3% 100%
Ultrasound 77% 8% 13% 98% 2% 100%
Grand Total 61%: 8% T 22% ] T 92% 8% 100%
iZip Codes Include: PSA SSA East/SE | Other Shelby

38103 38115 437501

38104 38125 37544

38105 38141 38002

38106 38017 38004

38107 38119 38014

38108 . 38138 + | 38027

38109 38139 38029

38111 38016 38053

38112 38018 38054

38114 38028 38055

38116 38117 38083

38118 38120 38088

38122 38101

38124 38110

38126 38113

38127 38130

38128 38133

' 38131 38134

38132 38135

38152 38136

’ 38137

38142

38145

38147

38148

38150

38151

38159

38161

38163

38166

38167

38168

38173
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38174

38175

38177

38181

38182

38183

38184

38186

38187

38188

38190

38193

38194

38197

June 25, 2014
8:21 am
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REGIONAL ONE HEALTH IMAGING
MRI REVENUE
PROJECTED DATA CHART

Year 1 Year 2

A. Utilization/ Gceurpancy 2,363 2,611
B. Revenue from Services to Patients

1. Inpatient Services

28 Outpatient Services $ 4,243,176 $ 4,684,744

) Emergency Services

4 Other Operating Revenue (Specifiy)

Gross Operating Revenue $ 4,243,176 $ 4,684,744

- C. Deductions from Operating Revenue
— 7 1.7 777 Contractural Adjustments-
2.

3.

T © oo § (2,686,036) % (2,965;560)—~

Provision for Charity Care $ (72,028) $ {79,524)
) )

) )

Provision for Bad Debt 3 (44,553 $ (49,190
Total Deductions $ (2,802,618 $ (3,094,273

NET OPERATING REVENUE

YEAR 2 ASSUMPTIONS:

Utilization Increase %
Gross Charge Rates Pricing

Average Gross Patient Revenue Per Patient

Average Net Revenue Per Patient

Contractual Adjustments as a Percent of Gross
Provision for Charity Care as a % of Net Revenue
Provision for Bad Debt as a % of Net Revenue

$ 1,440,558 $ 1,590,471

[P S S —— e e S g T R T R R i e e

10.5%

0.0%

$  1,794.15 $ 179415
3 609.12 $ £09.12

65.0% 65.0%
5.0% 5.0%
3.0% 3.0%
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The Commercial Appeai
Affidavit of Publication

STATE OF TENNESSEE

COUNTY OF SHELBY

Personally appeared before me, Patrick Maddox, a Notary Public, Helen Curl, of
MEMPHIS PUBLISHING COMPANY, a corporation, publishers of The Commercial
Appeal, morning and Sunday paper, published in Memphis, Tennessee, who makes oath
in due form of law, that she is Legal Clerk of the said Memphis Publishing Company, and
that the accompanying and hereto attached notice was published in the following editions
of The Commercial Appeal to-wit:

June 9, 2014

Nedsw .l

Subscribed and sworn to before me this 1 Ith day of June, 2014.

ﬂu@%xj@@ + __ Notary Public
[

My commission expires F ebruary 15, 2016
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ITIFIGATION OF INTENT TO
DR A SERTIFICATE OF NEED

This is to provide official notice to the Health Services
and Development Agency and all interested parties, in
accordance =with T.C.A. §68-11-1601, et seq., and the
Rules of the Health Services and Development Agency,
thal Regional One Health Imaging, LLC, 6555 Quince Road,
Memphis (Shelby County), Tennessee 38119 ("Applicant"),
a wholly-owned subsidiary of Shelby County Health Care
Corporation, d/b/a, Regional One Health, 877 Jefferson
Avenue, Memphis (Shelby County), Tennessee 38103
{"Owner”), owned and managed by itself, is applying for
a Certificate of Need for the establishment of an Outpatient
Diagnaslic Center, including the initiation of MRI services
along with CT, Mammography, X-ray/fluoroscopy and
Ultrasound services. There are no new licensed beds and
no major medical equipment involved with this project,
other than what is mentioned above. It is proposed that
the Applicant will be licensed by the Tennessee Department
of Health. The estimated project cost is anticipated to be
approximately $5,800,000.00, including filing fee,

The anticipated date of filing the application is:
June 13, 2014,

The contact person for this project is E. Graham Balcer,
Jr., Attorney whe may be reached at 2021 Richard Jones
Road, Suite 120, Nashville, TN 37213, 615/370-3380.

Ueon, written request by interested
parties, 3 local Fzet-Finding cublic hearing
ghall L2 conducted. Written requests for
hearing should be sent to:

Health Services and Development Agency
Andraw Jackson Euilding
500 Deadericl Sireat, Suite 350
Nashviile, Tennessee 37242

The published Letter of Intent must contain the following
statement pursuant to T.C.A. 68-11-1607(c)(1). {A) Any
health care institution wishing to oppose a Certificate of
Need application must file a written notice with the Health
Services and Development Agency no later than fitteen (15)
days hefore the regularly scheduled Health Services and
Development Agency meeting at which the application is
originally scheduled; and (B) Any other person wishing to
oppose the application must file written objection with the
Health Services and Development Agency at or prior to the
consideration of the application by the Agency.
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Jos SUPPLEMENTAL #1

June 25, 2014

8:21 am
AFFIDAVIT
QTATE OF TENNESSEE
COUNTY OF DAVIDSON
NAME OF FACILITY: Regional One Health Imaging, LLC (CN1406-024)

I, E. Graham Baker, Jr., after first being duly sworn, state under oath that I am the
applicant named in this Certificate of Need application or the lawful agent thereof, that I
have reviewed all of the supplemental information submitted herewith, and that it is true,

accurate, and complete to the best of my knowledge, information and belief,

%/nﬁw——*é/ L,/()w_ Attornev at Law

'mref Title

Sworn to and subscribed before me, a Notary Public, this 25" day of June, 2014;
witness my hand at office in the County of Davidson, State of Tennessee.

p- e

P
!

u\o QLA Ou) k “’6{{!4//

<
83
NOTARY PUBLIC _\ X

My Commission expires July 3 \.(ﬁ ?\
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ANDERSON & BAKER June 30, 2014

. An Association of Attorrieys 9:30 am
2021 RICHARD JONES ROAD, SUITE 120
NASHVILLE, TENNESSEE 37215-2874
RORERT A, ANI.)EPSON E. GRAHAM BAKER, JR.
Direct: 615-383-3332 Direct: 615-370-3380
Facsimile: 615-383-3480 Facsimile:  615-221-0080

June 27, 2014

Jeff Grimm

Health Services Examiner

Tennessee Health Services & Development Agency
Andrew Jackson Building, 9 Floor

502 Deaderick Street

Nashville, TN 37243

RE:  Supplemental Information: Certificate of Need Application CN1406-024
Regional One Health Imaging, LL.C

Dear Jeff:

Enclosed are three (3) copies of responses to your second supplemental questions regarding the
referenced Certificate of Need application. If you have any additional questions, please contact
nme.

Sincerely,
/7
Y/

4}?{ Graham Baker, Jr.
i ﬁlp R i ]

Enclosures as noted
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Certificate of Need Application CN1406-02407 Suppifivecel Bopanses 2
Regional One Health Imaging, LLC

9:30 am
1. Section B, Project Description, Item 1

The letter, dated June 11, 2014 from Mr. Wagers, Jr. was noted in-the attachments to the
application and in the attachment to your 6/25/14 supplemental response. To the question
regarding the applicant’s potential responsibility for repayment (and the general terms of
same) you have replied that the owner will make a cash equity contribution to the project.
Please provide a brief description of this arrangement such that the applicant’s financial
obligations for repayment from operating revenues of the proposed ODC are understood.

Response: By definition, a cash equity contribution is just that: a contribution. Cash equity

contributions are not loans, and they do not have to be repaid. Therefore, there are no financial
obligations for “repayment” by the Applicant to its parent owner.

Page 1
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Certificate of Need Application CN1406-02408 SURpiEE . Byagises 2
Regional One Health Imaging, LLC ’

9:30 am
2 Section B, Project Bescription, Item ILA.

The response is noted. With respect to the requested comparison of the applicant’s
estimated cost to renovate space for the proposed ODC, please provide replacement
pages to the application (e.g. pages 14 and 35) using the table below that was provided in
the supplemental.

CON Project # Renovation Square | Rencvation Cost Per Square
Foot Construction Cost | Foot
CN1110-039 7,737 $1,235,500 $159.69
CN1103-008 795 $127,500 $160.38
CN1304-014 847 $$150,000 $177.10
CN1304-013 2,080 - $520,000 $250.00
CN1203-014 5,320 $1,605,150 $301.72

The response citing a combined (landlord + tenant) total estimated cost of $164.29 per
GSF 1s noted. It appears that the éstimated combined cost to renovate the space for the *
proposed ODC amounts to approximately $164.29 x 4,587GSF = $753,598. Of this
amount, the landlord and applicant’s share are as follows:

Landlord = $504,570 (per $110.00/SF Improvement Allowance noted in lease)
Applicant = $249.000 (as noted in Proiect Cost Chart) :
Total $753,570

As a result, it appears that the applicant’s share amounts to approximately 33% of the
total estimated renovation cost of the proposed ODC. Is this an accurate assessment of
the arrangement between the applicant and the parties? If so, what documentation is
provided in the sublease that confirms this arrangement, including the applicant’s
participation in the planning & conduct/oversight of the leasehold improvements for the

proposed ODC?
Response: Yes, the Improvement Allowance information previously reported by the Applicant
and noted above is correct. The original lease provides for Improvement Allowances of up to
$110.00/SF for new tenants (page 2 of Attachment A.6), and the sublease states that terms and
conditions of the sublease shall be in accordance with the terms and conditions “...as are
contained in the Lease....” (4ttachment A.6.1). The Applicant is legally exercising that lease
provision.  Tenants always participate in, the planning/conduct/oversight of leasehold

improvements, and this instance is no exception.

Also, please see replacement pages 14, 15, and 35 with the above chart.

Page 2
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Certificate of Need Application CN1406-02409 SUleﬁl}}flﬁﬁ RegRopses 2
Regional One Health Imaging, LLC ’

9:30 am
3. Section C, Need, Item 1 (Specific Criteria, Magnetic Resonance Imaging (1.)(2.)

The 1

+lan o

responses requested for the MRI Specific Criteria in the application (pages 16 -28 of
the attachment) are noted.

For Item 1(a) on page 20: It appears that projected YR3 MRI utilization will exceed the
2,880 standard based on the response provided for question 9 of the ODC specific
criteria. That response identified MRI utilization four (4) years into the future as follows:
YR 1= 2,363; YR 2=2,611; YR3=2,885 and YR4=3,188.

Please confirm by revising the response on page 20 of the MRI specific criteria to reflect
utilization for YR3 & YR4 of the project.

For Item 4 on page 22: clarification of the original response provided in the application
was requested for Item 4 of the MRI specific criteria, “Need Standard for Non-Specialty
MRI Units” (the response on page 22 only identified the hours of operation of the
proposed ODC). The response to this item of the MRI specific criteria requires that the
applicant address the need for an additional MRI unit in Shelby County based on a
combined average utilization of existing MRI providers at 2,880 procedures per unit for
the most recent 12- month period using information from the HSDA Medical Equipment

Registry.

It appears that the applicant provided the utilization for the ODC specific criteria i lieu
of the MRI specific criteria. Please revise Item 4 of the MRI specific criteria & provide a
replacement page R-22 with the information requested.

Response: Please see replacement pages 20 and 22 of the MRI Specific Criteria.

)

Page 3
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Certificate of Need Application CN1406-02410 Supplishs e, Begaagses 2
Regional One Health Imaging, L.LC 9:30 am’

4. Section C, Need, Item 1 (Project Specific Criteria-Outpatient Diagnostic Centers)

Item 2: The response is noted. Please note that the MRI utilization in 2012 for St Jude in
the table attached as Supplemental B.II.A.1 has been updated from 6,241 procedures to
8,737 procedures. The resulting total combined MRI utilization of Shelby County
providers is 110,952, Note this applies to the previous clarification requested for Section
C, Need, Item 5. The table below was provided as a reference:

MRI Provider Utilization in Shelby County, 2010- 2013

Year # MRIY units | Total MRI Average As a % of 2880
Procedures per unit MRI Standard

2013 40 99,600 *

2012 39 110,952 2,844 99%

2011 38 113,591 2,990 | 104%

2010 36 109,787 3,050 106%

¢ Note: HSDA has not received reports from St Jude and Delta

Response: The 2012 data above shows that existing MRI units are operating at approximately
99% of the 2,880 standard. However, two units (LeBonheur and St. Jude) are specialty units,
and if those units are taken out of consideration, the percentage of MRI Standard would increase
to 2,892 procedures per unit (Note: LeBonheur’s units average only 1,786 per unit, and St.
Jude’s units average only 2,185 per unit Therefore, deleting those two amounts and 2 units
would equal 106,981 procedures and 37 MRIs, resulting in an average utilization of 2,892 per
unit),

i)

Page 4
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Certificate of Need Application CN1406-02#11 Supplsheat Reaaases 2
Regional One Health Imaging, LLC ’

9:30 am
5. Section C, Need, [tem 3 and Item 4 (Service Area)

Item 3: The attachment contains zip codes of Shelby County residents of the hospital’s
MRI service in 2013. It appears that these residents accounted for 96% of the hospital’s
MRI utilization during the period. Based on the hospital’s “outpatient MRI draw”
discussed on pages 8 and 9 of the 6/25/14 supplemental response, it appears that Shelby
County residents may be expected to comprise 90% or more of the caseload of the
proposed ODC. Is that a reasonable assessment? Please confirm.

Item 4: the population & other demographics for the ODC’s proposed service area of
Shelby County are noted. Please disregard the column included in the table for Tipton
County as it is not relevant to your project. This will impact the column labeled Service
Area. Please delete both of these columns and provide a revised table. [ apologize for
any inconvenience my error may have created. :

Response: Yes. The Applicant anticipates that Shelby County residents will comprise
approximately 90% of the imaging caseload of the proposed ODC.

Shelby County is the Service Area. Another chart, deleting Tipton County, is provided below:

Variable Shelby | Sve. Area | TN Total

65 + Pop. 2014 108,570 108.570 081,984
65+ Pop. 2018 124,946 124,946 1,102,413
Age 65+, % Change 15.1% 15.1% 12.3%
Age 65+, % Total 13% 13% 16%
Total Pop. 2014 943,812 943,812 | 6,588,698
Total Pop. 2018 954,012 954,012 | 6,833,509
Total Pop. % Change . 1.1% 1.1% 3.7%
TennCare Enrollees 229,280 229,280 1,207,604
TennCare Enrollees as a % of Total 24.3% 24.3% 18.3%
Median Age 34.0 34.0 38.0
Median Household Income 44,705 44,705 43,314
Population % Below Poverty Level 19.7% 19.7% 16.5%
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Certificate of Need Application CN1406-0241 2 Suppline 3o, oaepses 2
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6. Section C, Need, Ftem 6

The explanation of the differences in the MRI utilization reported to the HSDA Medical
Equipment Registry by the hospital is noted. The applicant confirmed that the
information provided on page 32 of the application is the hospital’s correct MRI
utilization from 2010 - 2013. The revised table below identifies the discrepancies noted
in red font. Based on your response, a hospital representative should provide a corrected
written report to Alecia Craighead, Stat III, HSDA. Please provide a copy of same with
your response to this item. As a result of your clarification, please also revise the
utilization for CY2011 on page 31 of the application. ‘

MRI Utilization, Regional One Health, Memphis, Tennessee

Year Reported to HSDA | Applicant-page 31 | Applicant — page32
2013 4131 4,766 4,766
2012 4,491 4,491 4,491
2011 3.927 3.927 4,412
2010 3,733 Not noted 3,882

The requested table illustrating the hospital’s payor mix in 2013 and the applicant’s
projected payor mix in Year 1 of the project is noted. It appears that the 1,865 hospital
MRI procedures in 2013 applies (sit) to outpatient utilization as noted in the table on
page 19 of your 6/25/14 supplemental response. Please confirm.

Response: It is important to note that MRI utilization data supplied by hospitals to the HSDA
Equipment Registry is based on Calendar Years, and data supplied to JARs are Fiscal Years.
Therefore, the numbers will never be the same.

The Calendar Year MRI procedure numbers reported to the HSDA (Equipment Registry) in the
above chart are correct. But those are Calendar Year numbers. As such, there are no

discrepancies to address.

The issue is what was reported in the JARS, as compared to what actually happened during those
fiscal years. The Applicant has already stated that the JAR information for 2012 was incorrect
“(correct number is 4,491, as reported in the application). According to the Division of Health
Statisticsscorrections to prior years” JARs are not a priority. Actual fiscal year- MRI procedures
are correctly reported in the last column of the above chart, and these numbers will not match the
calendar year numbers reported to the HSDA Equipment Registry.

Please see replacement page 31 of the application.

The Applicant confirms that the referenced MRI payor mix table applies to 2013 outpatient
utilization.
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7. Section C. Economic Feasibility, Item 1 (Project Costs Chart)

The response is noted. The comparison of equipment lease cost to purchase price (fair
market value) was noted on pages 11, 13, 20 & Attachment B.ILE.1 of the application.

The lease cost and fair market value of the property were identified in the comments on
pages 11 and 13 of the application. However, written documentation of the $2,115,949
fair market value of the existing 5-story building was not included in the application.
Please provide this from the MOB property owner or other appropriate party such as a

property appraiser.

Response: Please note pp. 6, 11, 13 and 36 of the CON Application. The FMV of the space
being leased by the ODC is $1,141,532.50 (not $2,115,949 as noted above). Please see
Supplemental C.EF.].a, which is a letter stating the FMV of the leased space in the MOB.

Just in case the reviewer was concerned about the fair market value of the leased equipment,
leased equipment has a fair market value of $2,115,949, which is the total purchase price (which
is FMV) of the leased equipment (see both Attachment B.ILE.3 and Supplemental B.ILE.3).
Courts have long held that willing buyer/willing seller purchase prices constitute fair market

value.
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8. Section C. Economic Feasibility, ftem 4 (Projected Data Chart)

The table on page 27 of the 6/25/14 supplemental response also appears to confirm that
the unit of measure for utilization in the Projected Data Chart should be total outpatient

procedures in lieu of the patient days refiected on page 41 of the application.

The applicant identifies charity care for 631 unduplicated patients in Year 1 and 756
patients in Year 2. Using these amounts and the estimated gross charge of $555 per
patient (page 43 of application), it appears that the contractual amounts for charity
patients may be understated in the Projected Data Chart. For example, the amount for-
Year 1 may be $350,205 in lieu of $131,707 identified in item C.2 of the chart.

Please review these two items for revision and provide a replacement page R-41 with the
corrected amounts, as appropriate. g

Response: Please see a replacement page 41 of the application with the correct terminology.

The financing model we utilized calculated charity care as 5% of Net Contracted Revenue, not as
a pelcentage of Gross Revenue.
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215
Suphlom 302 &F.1.2

9:30 am -

June 27,2014

Melanie Hill, Executive Director ) )
Health Services and Development Agency

500 Deaderick Street, Suite 850 -

Nashville, Tennessee 37243

Re: Fair Market Value (FMV) of Leased Space

Mirs. Hill,

We understand that Shelby County Health Care Carporation, under the terms of its lease,
intends to sublease 3,275 gross square feet of occupied space to Regional One Imaging,

LLC.

The purpose of this letter is to confirm the estimated FMV of this space is §1,151,532.50.

Please contact me if you have-any questions: -

Sincerely,
A7 7
b S 7 /o ;
N i
i A S A

Bret L. Perisho

Executive Vice President :

Regional One RH MOB 1 SPE, LLC '
6555 Quince Road

Mermphis, TN 38114

¥



SUPPLEMENTAL #2
June 30, 2014 -
9:30 am

216

AFFIDAVIT

STATE OF TENNESSEE
COUNTY OF DAVIDSON

NAME OF FACILITY: Regional One Health Imaging, LLC (CN1406-024)

I, E. Graham Baker, Jr., after first being duly sworn, state under oath that I am the
applicant named in this Certificate of Need application or the lawful agent thereof, that I
have reviewed all of the supplemental information submitted herewith, and that it is true,

accurate, and complete to the best of my knowledge, information and belief.

7
j };;MWJ /-g/é_/ e, J,-At[umcv at Law
ﬁé\l}étureﬂ"itle # /

#

Sworn to and subscribed before me, a Notary Public, this 27 day of June, 2014; ¢
witness my hand at office jj-# :




LETTER OF INTENT
TENNESSEE HEALTH SERVICES AND DEVELOPMENT AGENCY

The Publication of Intent is to be published in the Commercial Appeal which is a newspaper of general
’ (Name of Newspaper)

circulation in Shelby and surrounding-Counties, Tennessee on or before June 09, 2014 for one day.
(County) (Month / day) (Year)

e e e e L ot T ]
e e e e e e e e e e e e e S e S T S e S S S o e e e e e e o o o o 1 o o o o o e o s e s e s S S ) P P P S S e o R S B e e

This is to provide official notice to the Health Services and Development Agency and all interested parties, in
accordance with T.C.A. §68-11-1601, et seq., and the Rules of the Health Services and Development Agency,
that Regional One Health Imaging, LLC, 6555 Quince Road, Memphis (Shelby County), Tennessee 38119
(“Applicant”), a wholly-owned subsidiary of Shelby County Health Care Corporation, d/b/a, Regional One
Health, 877 Jefferson Avenue, Memphis (Shelby County), Tennessee 38103 (“Owner”), owned and managed
by itself, is applying for a Certificate of Need for the establishment of an Outpatient Diagnostic Center,
including the initiation of MRI services along with CT, Mammography, X-ray/fluoroscopy and Ultrasound
services. There are no new licensed beds and no major medical equipment involved with this project, other
than what is mentioned above. It is proposed that the Applicant will be licensed by the Tennessee Department
of Health. The estimated project cost is anticipated to be approximately $5,800,000.00, including filing fee.

The anticipated date of filing the application is: June 13, 2014.

The contact person for this project is E. Graham Baker, Jr.. Attorney
(Contact Name) (Title)
who may be reached at: his office located at 2021 Richard Jones Road, Suite 120
(Company Name) (Address)
Nashville TN 37215 615/ 370-3380
(City) (State) (Zip Code) (Area Code / Phone Number)
%‘Wmc @ June 09, 2014 graham@grahambaker.net
| (Signature) / (Date) (E-mail Address)

The Letter of Intent must be filed in triplicate and received befween the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business 'day. File
this form at the following address:
Health Services and Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashville, Tennessee 37243

A e P P i S e e S S e e e e - St o e S S 5 e S Pt B B e e bt S S S S e e SR B S S e S ‘et St e e S S S e e e B o e A T T
e e e e e e e e e e e e T N N L S o o o e e e e e e o e e o e o o o o 1 e e et . i s e o B S s P S Bl s o s o e

The published Letter of Intent must contain the following statement pursuant to T.C.A. § 68-11-1607(c)(1). (A) Any health
care institution wishing to oppose a Certificate of Need application must file a written notice with the Health Services and
Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and Development
Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to oppose the
application must file written objection with the Health Services and Development Agency at or prior to the consideration of
the application by the Agency.

* The project description must address the following factors:
1. General project description, including services to be provided or affected.
2. Location of facility: street address, and city/town.
3.  Total number of beds affected, licensure proposed for such beds, and intended uses.



Major medical equipment involved.

Health services initiated or discontinued.

Estimated project costs.

For home health agencies, list all counties in proposed/licensed service area.

Noohs

HF0051 (Revised 7/02 - all forms prior to this date are obsolete)



CERTIFICATE OF NEED
REVIEWED BY THE DEPARTMENT OF HEALTH
DIVISION OF POLICY, PLANNING AND ASSESSMENT
615-741-1954

DATE: August 31, 2014

APPLICANT: Regional One Health Imaging, LLC
6555 Quince Road
Memphis, Tennessee 38119

CON#: CN1406-024

CONTACT PERSON: E. Graham Baker, Esquire
2021 Richard Jones Road, Suite 350
Nashville, Tennessee 37215

COST: $5,345,900

In accordance with Section 68-11-1608(a) of the Tennessee Health Services and Planning Act of
2002, the Tennessee Department of Health, Division of Policy, Planning, and Assessment, reviewed
this certificate of need application for financial impact, TennCare participation, compliance with
Tennessee’s State Health Plan, and verified certain data. Additional clarification or comment
relative to the application is provided, as applicable, under the heading “Note to Agency Members.”

SUMMARY:

The applicant, Regional One Health Imaging, LLC, is requesting a Certificate of Need for the
establishment an Outpatient Diagnostic Center (ODC) including the initiation of Magnetic
Resonance Imaging (MRI) services at 6555 Quince Road, Memphis (Shelby County), TN 38119.
Along with MRI, the applicant intends to offer Computed Tomography, X-ray/fluoroscopy,
Mammography, Bone Density, and Ultrasound services. The ODC will be located on the first floor
of the Kirby Building, an existing medical office building, utilizing 5,275 square feet of space.

Regional One Health Imaging, LLC is a wholly owned subsidiary of Shelby County Health Care
Corporation, dba, Regional One Health. Regional One Health owns and operates a hospital,
Regional Medical Center at Memphis/The Med, at 877 Jefferson Avenue, Memphis (Shelby County),
Tennessee 38103. The hospital provides the same services as the planned ODC, however, the
diagnostic services at the hospital are over utilized and result in long wait times for patients and
providers. The ODC will shift outpatients away from the hospital thus decreasing wait times and
providing for the projected future demand for diagnostic services.

The proposed site is currently owned by Shelby County Health Care Corporation, which includes
the land and a medical office building. Regional One Health Imaging, LLC, will lease 5,275 square
feet of space in the MOB for the ODC. In addition to the ODC, Regional One Health System
intends to create an intensive ambulatory, patient-centered practice model with primary care and
select specialties supported by diagnostic services, physical and occupational therapies, and
specialty practices of UT Medical Group physicians which will serve as a hub for Regional One’s
population health management strategy. According to the applicant, 80% of Regional One’s
patient population resides within 20 miles of the Kirby ODC location. Traveling downtown to the
Regional Medical Center and navigating the large campus can be frustrating and inconvenient.
The ODC will provide ample parking, convenient access to the building, and shortened wait times
for scheduling diagnostic exams.

The applicant intends to initiate MRI services with the lease of General Electric diagnostic
equipment, including a 1.5 tesla MRI, 16 slice CAT scan, Ultrasound, X-ray and Mammography

DOH/PPA/...CON#1406-024 Regional One Imaging, LLC
Outpatient Diagnostic Center
Magnetic Resonance Imaging



units at a purchase cost of $2,115,948, with terms up to 84 months on some units. This
equipment has an expected useful life of 7-10 years.

GENERAL CRITERIA FOR CERTIFICATE OF NEED

The applicant responded to all of the general criteria for Certificate of Need as set forth in the
document 7ennessee’s State Health Plan.

NEED:

The applicant’s intended service area will be Shelby County. Shelby County’s population projection
for 2014 is 943,812, and 954,012 for 2018 for an increase of 1.1%. Approximately 88.5% of the
ODC owner’s patients reside in Shelby County. According to the 2013 JAR Provisional for Regional
One Health, of the 72,282 total Tennessee resident inpatient days, 66,524 inpatient days were for
Shelby County residents, which accounts for 92% of the total inpatient days. The applicant
expects to have the same demographic patient make up as the hospital, including patients from
surrounding counties and states, but the vast majority of patients from the Shelby county area.

According to the HSDA equipment registry for 2012, there are 39 MRI units operating in the Shelby
County service area. The total MR procedures for 2012 were 110,952 resulting in an average
utilization per machine of 2,844 exams in 2012, just below or 99% of the optimal efficiency
standard of 2880 procedures annually per unit. However, Regional One Health has exceeded the
80% of capacity or 2880 exam standard with annual MR exam totals of 3,733, 3,927, 4,491 and
4,131 for the last four years. These volumes also exceed the HSDA capacity criteria of 3600
annual exams for MRI capacity.

As the MR utilization at Regional One Health continues to rise, outpatient wait times rise as well.
The single hospital MR unit is prioritized for inpatient and emergency room patients. When these
demands increase, long scheduled outpatients may be “bumped” to another day, and often have
two week delays to be rescheduled. Additionally, the applicant states that an internal study found
that the excessive scheduling delays resulted in an increase rate of “no show” patients, either from
patients seeking testing at other centers or by choosing not to have testing performed. Either of
these scenarios produces a break in continuity of care.

TENNCARE/MEDICARE ACCESS:
This is a new facility, and certification for both Medicare and Medicaid will be applied for. The
facility will also seek TennCare contracts with UHC/Americhoice, Blue Care, and TNCare Select.

The applicant anticipates the same payor mix as the hospital owner which is 25% Medicaid, 25%
Medicare, 30% contracted Commercial, 10% other Commercial and 10% Self Pay.

ECONOMIC FACTORS/FINANCIAL FEASIBILITY:

In the Projected Costs Chart, page 36 of the application, the total estimated project cost is
$5,345,900. The Landlord and Applicant will share the renovation expenses, with the lease (page
2 of Attachment A.6) providing up to $110.00/SF for Improvement Allowance paid by the Landlord.
The applicant’s renovation costs of $249,000 divided by the ODC square footage, 4,587, equals
approximately $54.29 per square foot. The applicant will also incur approximately $50,000 in legal
expenses and an additional $518,350 in fixed, non-diagnostic, equipment costs. While the project
totals over $5.3 million, the balance of the project costs include eleven years of facility rent and
leasing/maintenance costs for the diagnostic equipment.

According to a letter furnished by J. Richard Wagers, Regional One Health’s Sr. Executive Vice
President and CFO, the owner has sufficient cash reserves to fund the project. (see Attachment
C.EF.2)
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As a new facility, the applicant has no historical data. However, the owner, Regional One Health,
has been operating a single MRI unit above the HSDA annual exam capacity for the past four
years.

The Projected Data Chart presented on page 41 of the application projects 2,363 MRI only
procedures in year one, and 2,611 MRI only procedures in year two. Total projected outpatient
exam volumes for year one are 12,579, and 15,095 for year two with net operating incomes of
$213,302, and $45,074 respectively. The operating revenue decline from year one to year two is
due to the initiation of equipment service agreements and increased lease payments.

The projected average gross charge for all services will be $555 with an average deduction of
$366, resulting in an average net charge of $188.

It is projected that the average gross MRI charge will be $1,794 with an average deduction of
$1,185, resulting in an average net charge of $609. This is comparable to the median MRI charge
of $2,106, per the HSDA Equipment Registry, 2012,

CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE:

As the county healthcare facility, Regional One Health is the main provider for self-pay patients.
Many patients faced with long wait times, choose not to have the testing and do not follow up on
their care. The applicant sites a market growth analysis by the Health Care Advisory Board which
shows nationally MR growth increased 2.2% between 2011 and 2012, and a 2.5% growth between
2012 and 2013. Projecting this growth to the current service area, each unit will be performing an
average of 2,823 procedures per year by 2015. Adding another MR scanner for outpatients within
the Regional One Health system will reduce wait times, provide increased access for outpatients at
the ODC, as well as, for emergency room and inpatients to the hospital scanner, and provide
overall better continuity of care. Internal reviews from Regional One Health’s Radiology
department show that it is not uncommon for wait times to schedule an outpatient MRI to be over
eight days. Adding the ODC with MR will also provide better physical access to diagnostic services
as the vast majority of Regional One Health patients live within a twenty minute drive from the
Kirby MOB. Parking and navigating the large downtown hospital campus can be difficult and
frustrating. The MOB will have ample parking and easy front door access. This project will also
introduce newer equipment, and a modern, convenient facility which lends to the enhanced
development of healthcare in the service area.

According to U.S. Census Bureau data, 16.5% of Tennesseans live below the poverty level. In
Shelby County, 19.7% of the population lives below the poverty level. Regional One Health
accepts all patients who present for care, irrespective of their ability to pay, as will the applicant.

Regional One Health serves as a rotation site for the UT Schools of Medicine and Nursing, along
with other Allied Health professional schools. As a subsidiary of Regional One Health, the ODC
intends to support and participate in these scholastic programs as well.

Regional One Imaging will seek licensure from the Tennessee Department of Health, Board for
Licensing Healthcare Facilities as an ODC.

SPECIFIC CRITERIA FOR CERTIFICATE OF NEED

The applicant responded to all relevant specific criteria for Certificate of Need as set forth in the
document Tennessee’s State Health Plan.

OUTPATIENT DIAGNOSTIC CENTERS
1.The need for outpatient diagnostic services shall be determined on a county by county basis

(with data presented for contiguous counties for comparative purposes) and should be
projected four years into the future using available population figures.
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Approximately 88.5% of the applicant’s owner’s patients originate from Shelby County,
Tennessee. The applicants intended service area will be Shelby County. Shelby County’s

population projection for 2014 is 943,812, and 954,012 for 2018 for an increase of 1.1%.
Source: Tennessee Population Projections 2010-2020, June 2013 Revision, Tennessee
Department of Health, Division of Policy, Planning, and Assessment-Office of Health Statistics

2. Approval of additional outpatient diagnostic services will be made only when it is
demonstrated that existing services in the applicant’s geographical service area are not
adequate and/or there are special circumstances that require additional services.

According to the HSDA equipment registry for 2012, there are 39 MRI units operating in the
Shelby County service area. The total MR procedures for 2012 were 110,952 resulting in an
average utilization per machine of 2,844 exams in 2012, just below or 99% of the optimal
efficiency standard of 2880 procedures annually per unit. However, Regional One Health has
exceeded the 80% of capacity or 2880 exam standard with annual MR exam totals of 3,733,
3,927, 4,491 and 4,131 for the last four years. These volumes also exceed the HSDA
capacity criteria of 3600 annual exams for MRI capacily.

3. Any special needs and circumstances:

a. The needs of both medical and outpatient diagnostic facilities and services must be
analyzed.

During the past four years, the single MRI unit at Regional One Health has exceeded the
HSDA capacity standard of 3660 exams. Outpatient exams are often "bumped” to
accommodate inpatients or trauma patients. Rescheduling these patients may lake
weeks to be placed in an open position on the schedule.

The applicant states there are 58 Medically Underserved Area tracts in Shelby County.
b. Other special needs and circumstances, which might be pertinent, must be analyzed.

Shelby County has a high percentage of racial minorities. According to U.S. Census
Bureau data, 16.5% of Tennesseans live below the poverly level. In Shelby County,
19.7% of the population lives below the poverty level. Regional One Health accepts all
patients who present for care, irrespective of their ability to pay, as will the applicant.

¢. The applicant must provide evidence that the proposed diagnostic outpatient services
will meet the needs of the potential clientele to be served.

1. The applicant must demonstrate how emergencies within the outpatient diagnostic
facility will be managed in conformity with accepted medical practice.

Regional One Health has protocols in place to ensure emergencies will be managed in
conformity with accepted medical practice. These protocols will be replicated in the
oDC.

2. The applicant must establish protocols that will assure that all clinical procedures
performed are medically necessary and will not unnecessarily duplicate other
services.

Regional One Health has protocols in place to ensure that all clinical procedures

performed are medically necessary and will not unnecessarily duplicate other services.
These protocols will be repiicated in the ODC.

Magnetic Resonance Imaging
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Standards and Criteria

1. Utilization Standards for non-Specialty MRI Units.

a. An applicant proposing a new non-Specialty stationary MRI unit should project a
minimum of at least 2160 MRI procedures in the first year of service, building to a
minimum of 2520 procedures per year by the second year of service, and building
to a minimum of 2800 procedures per year by the third year of setvice and for
every year thereafter.

The applicant proposed that 75% of the routine outpatients currently being scanned at
the hospital would be scanned at the ODC in the future, and also asserted that they
would recover 75% of their current “No Show” patients due to more timely scheduling.
The applicant projects MRI utilization in year one to be 2,363 procedures, 2,611
procedures in year two, and 2,885 procedures in year three. (Supplemental 1, page
20) These volumes meet the minimum standard.

b. Providers proposing a new non-Specialty mobile MRI unit should project a
minimum of at least 360 mobile MRI procedures in the first year of service per day
of operation per week, building to an annual minimum of 420 procedures per day
of operation per week by the second year of service, and building to a minimum of
480 procedures per day of operation per week by the third year of service and for
every year thereafter.

Criteria not applicable.

c. An exception to the standard number of procedures may occur as new or
improved technology and equipment or new diagnostic applications for MRI units
are developed. An applicant must demonstrate that the proposed unit offers a
unique and necessary technology for the provision of health care services in the
Service Area.

Criteria not applicable.

d. Mobile MRI units shall not be subject to the need standard in paragraph 1b if
fewer than 150 days of service per year are provided at a given location.
However, the applicant must demonstrate that existing services in the applicant’s
geographical area are not adequate and/or that there are special circumstances
that require these additional services.

Criteria not applicable.

2. Access to MRI Units. All applicants for any proposed new MRI Unit should document that
the proposed location is accessible to approximately 75% of the service area’s population.
Applications that include non-Tennessee counties in their proposed service areas should
provide evidence of the number of existing MRI units that service the non-Tennessee
counties and the impact on MRI unit utilization in the non-Tennessee counties, including
the specific location of those units located in the non-Tennessee counties, their utilization
rates, and their capacity (if that data are available).

According to the 2013 JAR Provisional for Regional One Health, of the 72,282 total
Tennessee resident inpatient days, 66,524 inpatient days were for Shelby County
residents, which accounts for 92% of the total inpatient days. The applicant expects
to have the same demographic patient make up as the hospital. Based on an internal
audit of patient zip codes, those requiring outpatient diagnostic services reside within a
20 minute drive of the ODC location.
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3. Economic Efficiencies. All applicants for any proposed new MRI Unit should document that
alternate shared services and lower cost technology applications have been investigated
and found less advantageous in terms of accessibility, availability, continuity, cost, and
quality of care.

Based on the cost and technology available, the applicant believes the MR unit chosen will
provide the best imaging resolution and decreased exam times.

4. Need Standard for non-Specialty MRI Units.

A need likely exists for one additional non-Speciaity MRI unit in a Service Area when the
combined average utilization of existing MRI service providers is at or above 80% of the
total capacity of 3600 procedures, or 2880 procedures, during the most recent twelve-
month period reflected in the provider medical equipment report maintained by the HSDA.
The total capacity per MRI unit is based upon the following formula:

Stationary MRI Units: 1.20 procedures per hour x twelve hours per day x 6 days per week
x 50 weeks per year = 3,600 procedures per year

Mobile MRI Units: Twelve (12) procedures per day x days per week in operation x 50
weeks per year. For each day of operation per week, the optimal efficiency is 480
procedures per year, or 80 percent of the total capacity of 600 procedures per year.

According to the HSDA equipment registry for 2012, there are 39 MRI units operating
in the Shelby County service area. The total MR procedures for 2012 were 110,952
resulting in an average utilization per machine of 2,844 exams in 2012, 99% of the
optimal efficiency standard of 2880 procedures annually per unit.

5. Need Standards for Specialty MRI Units.
a. Dedicated fixed or mobile Breast MRI Unit. An applicant proposing to acquire a

dedicated fixed or mobile breast MRI unit shall demonstrate that annual utilization
of the proposed MRI unit in the third year of operation is projected to be at least
1,600 MRI procedures (.80 times the total capacity of 1 procedure per hour times
40 hours per week times 50 weeks per year), and that:

1. It has an existing and ongoing working relationship with a breast-imaging
radiologist or radiology proactive group that has experience interpreting breast
images provided by mammography, ultrasound, and MRI unit equipment, and
that is trained to interpret images produced by an MRI unit configured
exclusively for mammographic studies;

2. Its existing mammography equipment, breast ultrasound equipment, and the
proposed dedicated breast MRI unit is in compliance with the federal
Mammography Quality Standards Act;

3. Itis part of an existing healthcare system that provides comprehensive cancer
care, including radiation oncology, medical oncology, surgical oncology and an
established breast cancer treatment program that is based in the proposed
service area.

4. It has an existing relationship with an established collaborative team for the
treatment of breast cancer that includes radiologists, pathologists, radiation
oncologists, hematologist/oncologists, surgeons, obstetricians/gynecologists,
and primary care providers.

b. Dedicated fixed or mobile Extremity MRI Unit. An applicant proposing to institute
a Dedicated fixed or mobile Extremity MRI Unit shall provide documentation of the
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total capacity of the proposed MRI Unit based on the number of days of operation
each week, the number of days to be operated each year, the number of hours to
be operated each day, and the average number of MRI procedures the unit is
capable of performing each hour. The applicant shall then demonstrate that
annual utilization of the proposed MRI Unit in the third year of operation is
reasonably projected to be at least 80 per cent of the total capacity.

c. Dedicated fixed or mobile Multi-position MRI Unit. An applicant proposing to
institute a Dedicated fixed or mobile Multi-position MRI Unit shall provide
documentation of the total capacity of the proposed MRI Unit based on the
number of days of operation each week, the number of days to be operated each
year, the number of hours to be operated each day, and the average number of
MRI procedures the unit is capable of performing each hour. The applicant shall
then demonstrate that annual utilization of the proposed MRI Unit in the third year
of operation is reasonably projected to be at least 80 per cent of the total capacity.

All criteria and standards for number 5 are not applicable.

6. Separate Inventories for Specialty MRI Units and non-Specialty MRI Units. Breast,
Extremity, and Multi-position MRI Units shall not be counted in the inventory of non-
Specialty fixed or mobile MRI Units, and an inventory for each category of Specialty MRI
Unit shall be counted and maintained separately. None of the Specialty MRI Units may be
replaced with non-Specialty MRI fixed or mobile MRI Units and a Certificate of Need
granted for any of these Specialty MRI Units shall have included on its face a statement to
that effect. A non-Specialty fixed or mobile MRI Unit for which a CON is granted for
Specialty MRI Unit purpose use-only shall be counted in the specific Specialty MRI Unit
inventory and shall also have stated on the face of its Certificate of Need that it may not
be used for non-Specialty MRI purposes.

Criteria not applicable.

7. Patient Safety and Quality of Care. The applicant shall provide evidence that any proposed
MRI Unit is safe and effective for its proposed use.

a. The United States Food and Drug Administration (FDA) must certify the proposed
MRI Unit for clinical use.

The MRI is FDA approved per Attachment B.ILE. 1.
b. The applicant should demonstrate that the proposed MRI Procedures will be offered in
a physical environment that conforms to applicable federal standards, manufacturer’s

specifications, and licensing agencies’ requirements.

The applicant responds that MRI services will conform to federal standards,
manufacture’s specification, and ficensing requirements.

c. The applicant should demonstrate how emergencies within the MRI Unit facility will be
managed in conformity with accepted medical practice.

The applicant did not include emergency protocols, but stated that the ODC will have
access to the owner hospital transfer agreements in case of emergencies.

d. The applicant should establish protocols that assure that all MRI Procedures performed
are medically necessary and will not unnecessarily duplicate other services.

The applicant states that once an order for services is received, the ICD9 and CPT
codes are compared. If the ICD9 code does not support the CPT exam code, the
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referring physician’s office will be contacted for clarification.  The interpreling
radiologist may also be consulted as to the medical history and appropriateness of the
exam.

e. An applicant proposing to acquire any MRI Unit, including Dedicated Breast and
Extremity MRI Units, shall demonstrate that:

f.  All applicants shall commit to obtain accreditation from the Joint Commission, the
American College of Radiology, or a comparable accreditation authority for MRI within
two years following operation of the proposed MRI Unit.

Regional One Health and its Radiology Department are JCAHO accredited. The
Applicant will pursue accreditation through the American College of Radiology for CT,
MRI, Ultrasound and Mammography.

g. All applicants should seek and document emergency transfer agreements with local
area hospitals, as appropriate. An applicant’s arrangements with its physician medical
director must specify that said physician be an active member of the subject transfer
agreement hospital medical staff.

As a subsidiary of Regional One Health, the applicant will be able to access the same
transfer agreements to their hospitals for emergencies. The medical director is a
member of the hospital medical staff.

8. The applicant should provide assurances that it will submit data in a timely fashion as
requested by the HSDA to maintain the HSDA Equipment Registry.

The applicant agrees to supply all required data as described.

9. In light of Rule 0720-11.01, which lists the factors concerning need on which an
application may be evaluated, and Principle No. 2 in the State Health Plan, “Every citizen
should have reasonable access to health care,” the HSDA may decide to give special
consideration to an applicant:

a. Who is offering the service in a medically underserved area as designated by the
United States Health Resources and Services Administration;

This s a new facility, certification for both Medicare and Medicaid will be applied for.
The facility will also seek TennCare contracts with UHG/Americhoice, Blue Care, and
TNCare Select. Regional One Health accepts all patients who present for care,
irrespective of their ability to pay, as will the Applicant. Approval of this project will
further improve access to healthcare for the medically indigent.

b. Who is a “safety net hospital” or a “children’s hospital” as defined by the Bureau of
TennCare Essential Access Hospital payment program; or

Criteria not applicable.

c. Who provides a written commitment of intention to contract with at least one
TennCare MCO and, if providing adult services, to participate in the Medicare
program.

This is a new facility, and certification for both Medicare and Medicaid will be applied
for. The facility will also seek TennCare contract with UHC/Americhoice, Blue Care,
and TNCare Select.
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